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THE FEDERAL EXCESS PROFITS TAX 
Part ONE: DEVELOPMENT AND PRESENT STATUS: 


B. U. RATCHFORD 
Duke University 


I 


Except for the individual income tax, the excess profits tax is now the most 
important source of revenue for the *ederal Government. In revenue produced 
this tax has, since it was first levied, rapidly overtaken and far surpassed the cor- 
poration income tax (normal and surtax), although the rates of the latter tax were 
raised sharply. During World War II this tax alone has produced substantially 
more revenue than all taxes levied by the Federal Government during World War 
I. Table I below shows the yields of the excess profits tax in comparison with 
the yields of the two other major taxes in our revenue system. At the time this 
is written the indications are that the excess profits tax will yield more revenues, 
both absolutely and relatively, in the fiscal year 1945 than in 1944.! 

In its brief history the excess profits tax has gone through several drastic re- 
visions, each of which has added complicated and technical provisions. Appar- 
ently the period of growth and change has come to an end and we may assume 
that the tax is now fairly well crystallized. It is marked for an early death, how- 
ever; the process of reduction and repeal will start soon after hostilities cease. 
Thus the present would seem to be a good time to examine the features and 
characteristics of this meteoric tax. 

There is an abundant literature on the excess profits tax, but nearly all of it 
has been of a technical nature, written by and for tax experts. The purpose of 
this paper is to present a broad, general view of the tax, emphasizing its economic 
aspects and avoiding, in so far as possible, its technical features. As will appear 
soon enough, many of them cannot be avoided. This first part of the study will 
deal with the development and present status of the tax. A later installment 
will examine some of the problems and economic effects of the tax and considera- 
tions regarding its repeal. 

An enumeration of the principal laws which have shaped the development of 


1 The Bureau of the Budget estimates that for the fiscal years 1945 and 1946 the yield of 
the excess profits tax will be, respectively, $11 ,523,700,000 and $10,947,500,000. The Budget 
of the United States for the Fiscal Year Ending June 30, 1946, p. A6. During the first half of 
the fiscal year 1945 the yield was $5,628,880,000 compared with $3,468,533,000 in the similar 
period of the preceding year. Bulletin of the Treasury Department, Feb., 1945, p.65. 
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the tax will provide some historical perspective for the study. The tax was first 
levied by the Second Revenue Act of 1940?, which became effective October 
8, 1940. It applied to all fiscal years beginning after December 31, 1939. 
In such a complex tax it is inevitable that the first act must leave many 
questions unanswered and create acute problems. Emergency relief for many 
such problems was afforded by the Excess Profits Tax Amendments of 1941° 
which became effective March 7, 1941, the provisions of which were retroactive 
to the date of the original act. The developing defense program and approach- 
ing war induced an increase of rates and further refinements in the Revenue Act 
of 1941.4 The actuality of war and an almost unlimited demand for revenues 
forced a drastic upward revision of rates to a uniform 90 per cent in 1942. At 
the same time relief provisions were greatly extended and liberalized. The 


TABLE I 
CoLLEcTIONS OF CERTAIN FEDERAL REVENUES, 1941-44 
(In millions of dollars) 





EXCESS PROFITS 
INDIVIDUAL CORPORATION EXCESS PROFITS TOTAL NET TAXES AS PER 
INCOME TAX INCOME TAx> TAX RECEIPTS CENT OF TOTAL 
NET RECEIPTS 


FISCAL VEAR 











194] 1,418 1,852 164 7,607 2.16 
1942 3,263 3,069 1,618 12,799 12.64 
1943 6, 630° 4,521 5, 064 22 , 282 22.73 
1944 18, 261° 5,284 9,345 44,149 21.16 
Total........ 29 , 572 14,726 16,191 86 , 837 18.64 

















Sources: Annual Reports of the Secretary of the Treasury: Builetin of the Treasury Depart- 
ment. All figures are on the basis of reports of collections except those for total net receipts, 
which are on the basis of daily Treasury statements (unrevised). 

* Includes Victory Tax collections. 

» Ineludes both normal tax and surtax. 


Revenue Act of 1943°, which was enacted over the President’s veto on February 
25, 1944, raised the tax rate to 95 per cent, granted additional exemptions and 
relief provisions, and made a few other minor changes; it applied to all taxable 
years beginning after December 31, 1943. There have been no important changes 
since the latter act. 


II 


It may be well to begin with an examination of the scope or coverage of the 
tax. In determining the coverage of any tax it is necessary to note first the scope 
of the tax as stated in the section of the law which makes the levy and then to 


2 Public No. 801, 76th Cong., 3rd Sess. (H.R. 10413). 

* Public No. 10, 77th Cong., Ist Sess. (H.R. 3531). 

4 Public No. 250, 77th Cong., 1st Sess. (H.R.5417). 

5 Public No. 753, 77th Cong., 2nd Sess. (H.R.7378). Effective Oct. 21, 1942. 
* Public No. 235, 78th Cong., 2nd Sess. (H.R. 3687). 


——_— 
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study carefully the various exceptions and exemptions which may be found at 
many different places throughout the act or even in other acts. The formal levy 
of the excess profits tax states, “There shall be levied ... upon the adjusted 
excess-profits net income . . . of every corporation (except a corvoration exempt 
under section 727) a tax...”’ Section 727 states that the following principal 
types of corporations are exempt: (1) corporations exempt from the regular cor- 
poration income tax (this includes principally mutual, co-operative, and non- 
profit corporations); (2) foreign and domestic personal holding companies; (3) 
regulated investment companies; (4) certain foreign and domestic corporations 
which do very little, if any, business in the United States; and (5) certain air-mail 
carriers. In addition, a ‘‘personal service corporation” may elect not.to be sub- 
ject to the excess profits tax in any given year, in which case each stockholder 
must report as income his proportionate part of the corporation’s income.® 

Although the act uses the term ‘corporation,’ the tax is not limited to those 
organizations which have received formal charters. It applies to all asso- 
ciations, joint-stock companies, ‘‘Massachusetts” or “business” trusts, and 
other similar organizations which are usually treated as corporations for tax 
purposes.?® ° 

The tax-does not apply to all the income of those corporations subject to it. 
As a rough approximation, it may be said that the tax is aimed at the current 
operating income of corporations in excess of a certain specified credit or exemp- 
tion. Income arising from capital transactions, financial adjustments, and 
abnormal, non-recurring transactions is generally exempt. The following forms 
of income are specifically exempted: (a) long-term capital gains and losses; (b) 
income from debt retirement; (c) refunds of taxes paid under the Agricultural 
Adjustment Act; (d) recoveries of bad debts charged off before 1940; (e) divi- 
dends received; (f) income arising from the mining of certain allegedly critical 
minerals and metals!°; (g) bonus income and other income derived from the 
increased output of timber blocks, oil and natural gas wells, and certain mines 
during the war." The theory underlying this last exemption is that companies 
extracting natural resources should not be penalized because the war requires 
them to use up their resources at an abnormally rapid rate during a period of 
high taxes. The 1943 act extended this exemption to make it apply to pipe lines 
transporting natural gas. This was one of the provisions on which the President 
based his veto of the act. The complete exemption of dividends means that a 
pure holding company owning only the stocks of domestic corporations is not 
directly affected by the excess profits tax. 

From the above list it can be seen that it is possible for a corporation to have 
a considerable income which would not be covered by the excess profits tax. The 


7 Internal Revenue Code as amended (cited hereafter as IRC) Sec. 710 (a) (1). 

8 Ibid., Sec. 725. In such an event the corporation would remain subject to the regular 
corporation income taxes. 

9 Tbid., Sec. 3797 (a) (8). 

10 They are: antimony, chromite, manganese, nickel, platinum, quick-silver, sheet mica, 
tantalum, tin, tungsten, fluospar, flake graphite, vermiculite, and vanadium. 

11 TRC, Sec. 710 (b) and Sec. 711 (a). 
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exemption of certain companies extracting natural resources has been trouble- 
some as more companies have tried to squeeze in under this “umbrella.” The 
representatives of oil and gas companies have been adept at applying pressure at 
the right times and places, for they have secured several valuable exemptions 
under this tax in addition to preserving their long-standing privilege of using 
percentage depletion. As the prices of stocks and real estate rose in 1944 and 
the early part of 1945, the whole problem of capital gains and losses received 
renewed attention. At a time when large windfall profits could be made in this 
area with almost no effort, it was difficult to justify taxing such profits at a low 
flat rate to individuals and exempting them entirely from the corporate excess 


profits tax, while taxing profits from corporate operations at the rate of 95 per 
cent. 


It 


An excess profits tax is supposed to tax profits which are excessive. One of the 
first essentials of a law levying such a tax is to define what are reasonable or 
normal profits; i.e., profits which are not excessive and which are exempt from 
the tax. Two distinct methods of measuring such earnings have been developed. 
One is to designate some base period and to specify that the earnings of each 
firm during that period are “normal.” During the years the tax applies, all 
earnings above that amount are then considered excessive and are subject to the 
excess profits tax. The other method is to specify some rate of yield on invested 
capital as “normal” and to apply the excess profits tax to all earnings above that 
rate. The present tax uses both methods, with many and fancy variations on 
each. Earlier versions of the law allowed the taxpaying corporation to choose 
either method, provided it disclaimed use of the other. The present law allows 
no option; the taxpayer is required to use the method which will give the lesser 
amount of tax.* Where the matter is close this means that the tax must be com- 
puted by both methods to determine which gives the smaller tax. A corporation 
may use one method one year and the other the next. Let us consider first how 
the excess profits credit—that is, the amount exempted from the tax—is com- 
puted under the invested capital method. 

The original act allowed a credit of 8 per cent of invested capital for all corpora- 
tions. The various amendments since then have distinguished between cor- 
porations on the basis of size and have substantially reduced the credit for all 
except the smallest. Table II shows the changes. 

The concept of invested carital is complex and, in some aspects, illogical. 
Computations of capital are made on a daily basis. The daily figures are then 
averaged to secure the average invested capital for a month, a year, or other 
period. Total invested capital is made up of “equity invested capital” and 
“borrowed capital.”” The principal components of equity invested capital are: 
(1) money and property paid in before 1941 for stock, as paid-in surplus, or as a 
contribution to capital; (2) distributions of earnings in the form of stocks or stock 


12 The New York Times, Feb. 21, 1945, p. 22; Mar. 3, 1945, p. 15. 
18 TRC, Sec. 710 (a) (1). 
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rights made before the first of the tax year; (3) accumulated profits at the begin- 
ning of the tax year; (4) new capital paid in since 1940. From the sum of these 
items must be subtracted the total of distributions from capital. Certain other 
deductions must be made in the case of mergers or intercorporate transactions. 

Several aspects of this concept are worthy of note. First, the general concept 
does not rest upon any evaluation, whether estimated or calculated, of the com- 
pany’s assets at any given time. Rather, it is based upon the historical records 
of amounts paid in or left in the business and amounts paid out from capital. 
Accumulated profits are counted as additions to capital but accumulated operat- 
ing deficits are not counted as deductions therefrom. If money is once paid in, 
it may continue to be counted as invested capital even though it or the property 
it bought was lost, destroyed, stolen, or depleted through operating losses. In 
other words, the corporation can compute its tax credit on the basis of “capital 
which isn’t there” ; this has been referred to as ‘“‘the benefit accruing from holding 
on to a book deficit.”"* Until the Revenue Act of 1943, corporations which went 
through receivership or reorganization proceedings and scaled down their capital 


TABLE II 
Rates OF EARNING ALLOWED ON INVESTED CAPITAL IN COMPUTING Excess Prorits CREDIT 





FISCAL YEAR BEGINNING IN CALENDAR YEAR— 
AMOUNT OF INVESTED CAPITAL 

















1940 1941 1942-43 | 1944 and later 
‘ne per cent per cent per cent per cent 
TO re. 8 8 8 8 
I oo v5.9-cecsinine arse ie Sass 8 7 7 6 
rr 8 7 6 | 5 
Over $200 miilions.........5....06..65 8 7 5 | 5 





structures to recognize accumulated losses had to adjust their invested capital 
totals downward accordingly. Reluctance to reduce the invested capital figure 
was said to be impeding important reorganizations," so in the 1943 act Congress 
amended the law to permit a corporation which had been through bankruptcy 
proceedings to retain its invested capital at the old figure, taking no account of 
reductions which took place during the reorganization. This was another point 
on which the President based his futile veto of the 1943 act.!® 

Accumulated earnings to the beginning of a tax year may be included in in- 
vested capital for that year, but earnings which accrue during that year may not 
be so included. Any distribution of earnings made during the first 60 days of a 


14 Shoup, Carl, ‘“‘The Concept of Excess Profits under the Revenue Acts of 1940-42”, Law 
and Contemporary Problems, X, No.1 (Winter, 1943) p. 38. 

18 Idem. 

16 The New York Times, Feb. 23, 1944, p.14. He criticized this as a special privilege which 
‘“Snures to the benefit of bondholders who, in many cases, have purchased their bonds in the 
speculative market for far less than their face value. It may open the door to further wind- 
fall profits in this market because of the undeserved benefit received by reorganized corpora- 
tions.” 
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fiscal year, if they do not exceed accumulated earnings at the beginning of the 
year, are considered to have been made as of the last day of the preceding tax 
year and thus reduce the invested capital figure for the current year.'". Distribu- 
tion of current earnings during the same year they are earned have no effect on 
invested capital for that year. 

In calculating invested capital, ‘new capital” is counted at 125 per cent of its 
face amount.!* New capital is defined to include only money and property paid 
in and distributions in the form of taxable stock dividends after December 31, 
1940. Thus accumulated earnings may not qualify for this bonus. Precautions 
are taken to prevent the raising of new capital for the purpose of investing in 
government bonds and to preclude the practice of paying out funds as dividends 
under an agreement that they will be paid back in as new capital. The provi- 
sions regarding new capital apply to all the paid-in capital of new companies 
organized after December 31, 1940. 

When the figure for equity invested capital has been calculated, there must be 
added to it an amount equal to 50 per cent of borrowed invested capital, if the 
corporation has such. The concept of borrowed capital includes both long-term 
and short-term funds if they are evidenced by definite instruments; open-book 
accounts are ruled out. There is no option to the 50 per cent requirement; that 
amount must be included and 50 per cent of the interest paid on borrowed funds 
must be included in the excess profits net income even though it gives a higher 
tax than would result from disregarding all debts and interest. 

Total invested capital is the sum of equity invested capital plus 50 per cent of 
borrowed invested capital. But before it can be used in computing the excess 
profits credit, this liability-net worth item may have to be adjusted by a ratio 
derived from the asset side of the balance sheet. Certain assets are known as 
“inadmissible” for purposes of the tax. They are: (1) corporation stocks (except 
stocks of foreign personal holding companies); and (2) government bonds, any 
part of the interest on which is excludable from gross income or allowable as a 
credit against net income. If a corporation owns such securities, the total of 
their value must be expressed as a percentage of all assets. The figure for in- 
vested capital must then be reduced by that percentage when the excess profits 
credit is being computed. There is one option here: the corporation may elect 
to treat all government bonds as admissible assets if it includes all income from 
such bonds as taxable income. 

One result of this definition of invested capital was to create a bull market for 
unprofitable concerns which could show a large invested capital according to the 
above formula. It was almost literally true that accumulated operating defi- 
cits came to have a market value. In acquisitions of this kind it is necessary for 
the purchasing corporation to exercise care to see that the tax status of the assets 
was not changed, a provision which usually means that it must be a tax-free 
transfer. So many abuses developed along this line’ that Congress, in the 1943 

7 TRC, Sec. 718 (c) (2). 

18 Tbid., Sec. 718 (a) (6). 

19 See: House Report No. 871, 78th Cong., Ist Sess., p. 49. 
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act, provided that wherever acquisitions were made after October 8, 1940 for the 
purpose of avoiding income or excess profits taxes, the benefits are to be dis- 


allowed entirely or to be allowed only to a reasonable extent, as determined by 
the Commissioner of Internal Revenue.”° 


IV 


As an alternative to the invested capital method, a corporation may compute 
its excess profits credit on the basis of its average income during the base period. 
On such a basis the credit is an amount equal to 95 per cent of the average base- 
period income plus 8 per cent of net capital additions and minus 6 per cent of net 
capital reductions." The base period is the last four fiscal years ending before 
January 1, 1940. 

Computations of both capital additions and capital reductions date from the 
first day the corporation became subject to the excess profits tax. Capital addi- 
tions include only money and property paid in, while capital reductions are 
limited to distributions of capital. The treatment of capital here is different in 
two important respects from that accorded under the invested capital method. 
First, new eapital does not receive the 25 per cent bonus. Second, earnings which 
are reinvested may not be counted as an addition to capital, even in subsequent 
years. 

The base-period income which is averaged is, in general, similar to the income 
which is the basis of the excess profits tax; that is, the normal, current income of 
the corporation. Thus long-term capital gains and losses are disregarded, divi- 
dends are fully exempt, etc.” But here the act is lenient to the taxpayer; he may 
inflate his base-period income by not deducting losses arising from storms, floods, 
etc.; by not deducting judgments, intangible drilling and development costs on 
oil and gas wells, and other abnormal losses. If the losses are normal in nature 
but abnormal in amount, any excess above 125 per cent of the normal amount 
need not be deducted.?* The result is that the income which is averaged for the 
base period is different from, and tends to be higher than, the income which is 
subject to the tax. 


20 TRC, Sec. 129. This provision is in that part of the Code dealing with income taxes; 
it applies to both income and excess profits taxes and is presumably a permanent feature 
designed to remain after the excess profits tax is repealed. 

21 Ibid., Sec. 713 (a). In the case of foreign corporations, changes in capital are not 
recognized. 


22 This means, of course, that the income for the base-period years must be recomputed to 
allow for these changes. 

23 Tbid., Sec. 711 (b) (1). The language of the Code here is curiously twisted so that the 
taxpayer is sternly forbidden to take out these items which, if taken out, would reduce the 
base period income and hence increase the tax liability. From the tone and style the casual 
reader would never guess that these paragraphs grant substantial concessions to taxpayers. 

The principal test of the ‘‘abnormality”’ of losses during the base period is the taxpayer’s 
experience during the preceding four years. ‘“Thus a secondary base period is created, by 
which the primary one is tested; the secondary base period may extend back as far as 1932. 
This is probably the only instance in the history of excess profits taxation of a compound 
base period.” Shoup, op. cit., p. 35. 
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While corporations have benefited from these concessions in regard to the 
method of computing income, greater gains have been realized from the methods 
of averaging. Statisticians should note well some new types of averages. In the 
original act it was provided that a deficit in any year of the base period could be 
entered as a zero in computing average income; if there were deficits in more than 
one year, the largest deficit might be counted as zero. In 1942 this was modified 
still further in favor of the taxpayer by providing that the income for the lowest 
year of the base period may not be—for tax purposes—less than an amount equal 
to 75 per cent of the average of the other three years.** But the lawmakers really 
made statistical history in the 1941 amendments when they evolved the “‘growth 
formula” or “increased earnings” average.“ This formula provides, in effect, 
that the base period be divided into two halves and that the aggregate income 
for each half be computed. If the total for the second two years is greater than 
the total for the first two, the procedure is as follows: subtract total earnings for 
the first two years from the total for the second two; divide the difference by two; 
add the quotient to the total for the second two years and again div de by two. 
The result will be the “average” net income for the base period. Foriexample, if 
the income for the four years had been, respectively, 10, 20, 30, and 40 the total 
income for the first two years would be 30 and for the second two, 70. Half of 
the difference (20) added to the total for the second two years would give a sum 
of 90. The “average” of these four years would be half of 90, or 45. Thus it is 
possible for this formula to yield an “average” which is greater than any of its 
components. A special provision of the act, however, limits the average income 
to the highest annual income realized during the base period. 

This formula was designed, ostensibly, to provide relief for growing corpora- 
tions. Its wide application is shown by the fact that in 1942 it was used by 11,245 
corporations compared with 10,893 which used the regular income average and 
31,864 which used the invested capital method. About one fifth of all corpora- 
tions making excess profits tax returns used the growth formula and they had 
about one fourth of the total net income.” 

For various reasons, some of which have been explained above and others of 
which will appear in the next section, corporations have shown a pronounced 
preference for the income method of computing their excess profits credit and 
Congress has shown an inclination to cater to that preference.2” One example of 
that is afforded by the provision which allows a corporation in existence during 
only a part of the base period toe use the income method. For any year during 
which it was not in existence it may take as its income an amount equal to 8 per 
cent of the sum of its invested capital on January 1, 1940 less the inadmissible 
assets held during the preceding year.2* Since no minimum is stated, presumably 

*4 TRC, Sec. 713 (e). 

% Ibid., Sec. 713 (f). 

26 Treasury Department release No. 44-54, Dec. 31, 1944, pp. 20-21. 

26a This is the more remarkable because corporate profits for 1938 were, in general, the 
lowest for any year since 1934. 

27 Shoup, op. cit., p. 32. 

28 TRC, Sec. 713 (d). 
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a corporation which was in existence only during the last week of 1939 could use 
this method; in fact, would be required to use it if it gives a smaller tax than 
would the invested capital method. 

Two comprehensive sections of the Code provide relief for most of the abnormal 
or unusual financial situations which may befall a corporation. The first (Sec. 
721) deals with abnormalities of income in the taxable year and applies regardless 
of the method the corporation uses in computing its credit. The second (Sec. 
722) deals with abnormalities in the base period and applies only to corporations 
using the earnings method or wishing to change over to that method. 

Section 721 recognizes that income may be abnormal for two reasons: (1) be- 
cause the taxpayer does not normally receive income of the class or type in 
question ; or (2) because that income exceeds in amount ‘125 per centum of the 
average amount of the gross income of the same class for the four previous taxable 
years.””8* Six classes of abnormal income are specified ; two are fairly general in 
nature, one is no longer pertinent, and three apply only in special cases. The two 
general classes are: (1) income from claims, awards, judgments, or decrees; and 
(2) income resulting from the exploration, discovery, prospecting, research or 
development of property, patents, or formulae extending over a period of more 
than twelve months. The special cases deal with abnormal income arising as a 
result of a change in the accounting period, the termination of leases, or as divi- 
dends on the stock of foreign corporations. 'The Commissioner is given consider- 
able power to prescribe regulations governing applications for relief under this 
section, and those are necessarily technical and complicated. In general they 
deny relief unless some part of the income which is alleged to be abnormal can be 
attributed to some other year, past or future. Thus the taxpayer cannot hope to 
excape taxation of his abnormal income; he can hope only to have a part of it 
shifted to some other year for tax purposes. In the case of income from research, 
development, discovery, etc., the other years to which part of the income may be 
shifted must be years to which the excess profits tax applies. 

The relief provisions of Section 722 apply only to corporations using the earn- 
ings method or those desiring to switch to that method. Volumes have been 
written on this one section—and probably many more volumes will be written 
hore the story is closed. The special regulations issued by the Bureau of In- 
ternal Revenue dealing with this single section make a pamphlet of some 160 
pages.” Here it is possible only to make a few general observations on the na- 
ture of the relief afforded. 

First, the adjustments in this section all have the effect of raising orincreasing 
the corporation’s stated earnings during the base period—or of allowing the 
construction of a new “constructive average base period net income.’*° The 
higher base-period earnings mean a larger tax credit and hence lower taxes. 


28 Ibid., Sec. 721 (a) (1). 

2° Bulletin on Section 722—Excess Profits Tax Relief, November, 1944. 

30 A third possible alternative is that, in rare cases, a corporation may be permitted to use _ 
a different period as the base. Such a period would, of course, be one in which the corpora. 
tion had a higher average income than it had in the years 1936-39. 











10 B. U. RAPCHFORD 


Second, the corporation, before it can be eligible for relief under this section, must 
do two things: (1) show that without relief the excess profits tax on it will be 
“excessive and discriminatory”; and (2) establish “what would be a fair and just 
amount representing normal earnings to be used as a constructive average base 
period net income.’ Third, the section recognizes five general types of develop- 
ments or situations which may entitle the taxpayer to relief. They are: (1) an 
interruption or reduction of output during the base period because of ‘“‘events 
unusual and peculiar in the experience of such taxpayer’’; (2) depressed business 
because of temporary economic circumstances unusual to the taxpayer or his 
industry; (3) a profits cycle different from the general business cycle or sporadic 
and intermittent periods of profits; (4) the beginning of a business or a change in 
its character; and (5) ‘‘any other factor” which made the base period “‘an inade- 
quate standard of normal earnings...” Further, relief is provided for corpora- 
tions otherwise required to use the invested capital method; i.e., domestic cor- 
porations beginning business after December 31, 1939, and foreign corporations. 
If the business of these corporations is such that (1) intangible assets make im- 
portant contributions to income, or (2) capital is not an important income- 
producing factor, or (3) invested capital is abnormally low, then they may com- 
pute a synthetic “‘constructive average base period net income.’ 

Throughout Section 722 and the regulations interpreting it, one principle stands 
out clearly: a corporation is allowed to increase its computed base-period earn- 
ings wherever it can show that they were abnormally low, but is not required to 
mark them down where they were abnormally high. This and the other conces- 
sions already noted, together with the provisions for computing “constructive 
base-period net earnings’’ lead to a concept of normal profits different from that 
based on invested capital or that based on average earnings. As the Senate 
Finance Committee expressed it, such profits would be ‘‘an amount which is a fair 
and just reflection of the normal earning capacity of the business.’ 

One other relief provision is available to certain corporations and applies under 
both methods of computing credit. It aJlows a corporation “‘to charge to capital 
account so much of the deductions for taxable years in its applicable base period 
on account of expenditures for advertising or the promotion of good will, as, under 
rules and regulations prescribed by the Commissioner, may be regarded as capital 

31 TRC, Sec. 722 (a). 

82 Thid., Sec. 722 (b). 


38 Tbid., Sec. 722 (c). The regulations state, ‘“The constructive normal earnings of a tax- 
payer under section 722 (c) are the earnings it would have obtained from normal operations 
during a period of normal conditions for general business.’’ This would seem to be basing a 
tax upon an hypothesis concerning a statistical abstraction. 

% Senate Report No. 1631, 77th Cong., 2nd Sess., p. 197. Shoup’s statement of this con- 
cept is: ‘Excessive profits are those in excess, not of the profit the firm did earn in the base 
period, but of the profits it could have earned in the base period if all through that period 
there had been fully operative the reasonably assured potentialities that the concern ex- 
hibited at the close of the last year of its base period and if the base-period years had been 


marred by no exceptional or unrepresentative physical or economic misfortunes.’’ Shoup, 
op. cit., p. 29. 
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investment.’”*> The election to use this section had to be made within six months 
after the first excess profits tax return was made and, once made, bound the 
corroration for later years. For a corporation using the invested capital method, 
2, transfer of charges under this section would increase the amount of invested 
capital and hence its credit. For a corporation using the income method, such a 
transfer would reduce the charges against income and hence raise its base-period 
earnings. In either case it would change net income figures for the base-period 
years and require a recomputation of income taxes for those years. 

While the above relief provisions were being greatly enlarged and expanded in 
1942, there was quietly slipped in among them a very crude piece of special 
privilege legislation. The general rule, emphasized in several places, is that no 
development or happening of any kind which took place after December 31, 1939 
may be taken into consideration in computing the constructive average base- 
period earnings. Yet it was provided that 


... any acquisition before May 31, 1941, from a competitor engaged in the dissemination 
of information through the public press, of substantially all the assets of such competitor 
employed in such business with the result that competition between the taxpayer and the 
competitor existing before January 1, 1940, was eliminated, shall be deemed to be a change 
on December 31, 1939, in the character of the business. . . 


Here, for no valid reason ever made public, Congress granted to one newspaper 
a special stay of 17 months for the sole purpose of allowing it to escape a part of 
its tax burden.” Incidentally, this provision gives official sanction and encour- 
agement to a combination which eliminated competition; here the Federal Gov- 
ernment not only failed to stop a monopolistic combination but went far out of its 
way to reward such action. 


¥ 


The exact relationship between the excess profits tax and the regular corpora- 
tion tax (normal and surtax) has been a difficult problem to solve. Under the 
1940 act the regular taxes were allowed as deductions in figuring the excess profits 
tax. This order was reversed in 1941; excess profits taxes were computed first 
and they were then allowed as deductions in figuring the regular taxes. For 
various reasons, neither of these solutions was satisfactory** and the 1942 act hit 
upon the “method of determining the tax base by dividing the net income into 
two portions, one of which is subject to excess profits tax alone, and the other of 
which is subject only to normal tax and surtax.”*® This is accomplished by the 

35 TRC, Sec. 733 (a). 

36 Ibid., Sec. 722 (b) (4). 

37 In the House Report on the Revenue Act of 1942 the only reference to this provision is 
this short paragraph. ‘In April, 1941 a newspaper acquired substantially all of the assets 
employed in publishing a competitive newspaper, with the result that competition between 
the taxpayer and the competitor existing prior to January 1, 1940 was eliminated. A change 
in the character of the business is deemed to have occurred prior to January 1, 1940 and the 
taxpayer is eligible for relief.’’> House Report No. 2838, 77th Cong., 2nd Sess., p. 24. 

38 Cf. the discussion by C. Rudolf Peterson, “The Statutory Evolution of the Excess 
Profits Tax” in Law and Contemporary Problems, Vol. X, No. 1 (Winter, 1943) pp. 13-14. 

39 House Report No. 2333, 77th Cong., 2nd Sess., p. 18. 
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following method: in computing the excess profits tax, the taxpayer is allowed to 
deduct the excess profits credit described above, which is roughly equal to the 
income subject to the regular taxes. In computing the regular taxes, on the other 
hand, the taxpayer is allowed to deduct “an amount equal to its adjusted excess- 
profits net income. . . .’’° 

The process of computing the excess profits tax may be summarized briefly. 
First, the excess profits net income is computed by deducting from net income the 
exempted items mentioned above and, in some cases, by adding certain items.“ 
Second, from the sum so obtained, the adjusted excess profits net income is calcu- 
lated by deducting: (1) the specific exemption of $10,000 ($5,000 before 1943); 
(2) the excess profits credit described above; and (3) any carrybacks or carryovers 
which may be proper. This adjusted excess profits net income is the base to 
which the tax rate is applied to give the amount of tax due. The rate schedules 
which have prevailed since’ 1940 are shown in Table ITI. 











TABLE III 
Rates oF THE Excess Prorits Tax, 1940-45 
CALENDAR YEAR OR FISCAL YEAR BEGINNING IN— 
INCOME BRACKET* 
1940 1941 1942 & 1943 1944 to present 
per cent per cent per cent per cent 

IID, oon dei is ance cade wets 25 35 90 95 
20,001— 50,000...................... 30 40 90 95 
50,001-100,000...................... 35 45 90 95 
100 ,001-250,000...................... 40 50 90 95 
250 ,001-500,000..................208- 45 55 90 95 
Over $500,000.................0000. 50 60 90 95 




















* This is the adjusted excess profits net income which is determined after the subtraction 
of the specific exemption. 


These rates must be applied with one important proviso in mind; combined 
regular income and excess profits taxes may not exceed 80 per cent of the corpora- 
tion’s (surtax) net income. This limitation was inserted in the act when the rate 
was made a flat 90 per cent in 1942. The limitation is wholly on the excess profits 
tax; in other words, the regular income taxes are computed, then the excess 
profits tax is levied at the rate of 95 per cent up to the point where it plus the regu- 
lar taxes equals 80 per cent of the net income; there it stops. 

By the use of the carryback and the carryover, each for two years, the adjusted 
base on which the tax is actually levied is, in effect, a five-year moving average. 
For example, if a corporation paid excess profits taxes for 1943 and 1944 and then 
in 1945 fails to earn as much as its excess profits credit, it may carry back the 


40 TRC, Sec. 26 (a). 
41 These will include, under the invested capital method, 50 per cent of interest paid on 
borrowed capital and, optionally, interest received on tax-free bonds. Net short-term capi- 


tal gains must also be added here. See Form 1121—Corporation Excess Profits Tax Return 
—Schedule A, items 2-6. 


a ald 





THE FEDERAL EXCESS PROFITS TAX 13 


deficiency, first to 1943, recompute its 1943 excess profits tax and claim a refund.” 
If the amount carried back to 1943 was greater than the adjusted excess profits 
net income for that year (before deducting the specific exemption), any remainder 
may be carried to 1944 and a recomputation made for that year. If any balance 
should still remain after the last operation it may be carried forward, first to 
1946, and then to 1947. 

Since the carryback is almost sure to be the center of intense interest in the 
future, several points regarding it should be made clear. First, a corporation 
does not have to lose money in order to become eligible to use the carryback; 
whenever the excess profits net income is less than the excess profits credit, the 
deficiency may be carried back. Second, a corporation may secure a refund or a 
credit only if it has previously paid excess profits taxes. This follows from the 

act that the carryback is an adjustment made in the process of computing the 

adjusted excess profits net income; if that income had never been large enough 
to require the payment of a tax there would be no gain in adjusting it. Third, if 
a corporation’s income is sufficiently low in any given year it can obtain a refund 
of all excess profits taxes paid during the two previous years. These three con- 
siderations taken together mean that a corporation which has paid large excess 
profits taxes for two years has substantial insurance that its income (including 
refunds) for the next two years will not fall far below the amount considered as 
normal under the tax. Fourth, as the act now stands, the right to refunds will 
automatically end with the repeal of the tax.“ 

After the corporation has computed and paid its excess profits tax, it is entitled 
to a postwar refund equal to 10 per cent of such tax.“ The refund is made in the 
form of bonds which are non-interest bearing, non-negotiable, and non-transfer- 
able (except to a successor) until the end of the war. After the war they become 
negotiable but still will bear no interest. They are redeemable at the option of 
the Treasury on three months’ notice and will mature from two to five years after 
the war ends, depending upon the year in which the profits were earned. The 
refund will not apply to any fiscal year beginning after the cessation of hostilities. 
As an alternative to the bonds, the corporation may take the 10 per cent in the 
form of a reduction in the tax up to 40 per cent of the amount by which it reduced 
its debts during the tax year. 

The issue of the refund bonds was started in February, 1944 and by December 
of that year there were $481 millions outstanding; they are listed in the section of 
the debt report headed “Debt Bearing no Interest.’*? No recent figures are 


42 Such a recomputation would result in an increase in the corporation’s normal and sur- 
taxes for 1943 and that increase would be an offset to or a deduction from the savings realized 
on the excess profits tax. 

48 TRC, Sec. 710 (b) (3). 

44 This point will be discussed in the ensuing installment. 

45 TRC, Sec. 780 (added by the Revenue Act of 1942). 

46 Ibid., Sec. 783 (a) and (b). The debt reduction is measured by subtracting indebted- 
ness at the end of the fiscal year from whichever of the following is the smaller: (1) indebted- 
ness as of Sept. 1, 1942, or (2) the smallest amount of debt outstanding at the close of any 
fiscal year since Sept. 1, 1942. 

47 Bulletin of the Treasury Depariment, Feb., 1945, pp. 22-25. 
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available to show how corporations choose between immediate tax credit under 
the debt retirement provision and the refund bonds. For the calendar year 1942 
—the first year to which the refund applied“—the division was as follows: 
$219,340,000 taken in the form of tax credit for debt retired and $545,230,000 
taken in the form of refund bonds.*® The proportion taken as credit against 
taxes was considerably higher for corporations using the invested capital method 
than for those using the income method, since the former generally had larger 
debts outstanding. 


VI 


The excess profits tax has made a dazzling record of revenue produced; its de- 
cline is likely to be equally rapid, once hostilities cease, due both to the decline of 
excess profits and to the relaxing or repeal of the tax. In summary, it may be 
well to review a few of the salient features of the tax in an effort to see them in 
better perspective. 

The tax applies only to corporations. The concept of income is somewhat nar- 
rower than that used in the regular corporation income tax, with long-term capital 
gains and most other non-recurring or unusual profits exempted. Against the 
total income which falls within this concept, the corporation is allowed a credit 
computed either on the basis of invested capital or on income earned—actually or 
constructively—during the base period 1936-39 (or, in special cases, during some 
other base period approved by the Commissioner). The base for the tax is ar- 
rived at by subtracting the credit and the specific exemption from net income. 
Against this base the rates of the excess profits tax—and those rates alone—are 
applied. The remaining income—including the credit just mentioned—is subject 
to the normal and surtax rates. Thus each of the two taxes—the normal and 
surtax on the one hand and the excess profits tax on the other—has its own base 
and the two do not overlap. They do, however, intermesh very closely so that if 
items are taken from one they must be added to the other. 

Judged by the rates of the tax and the rates allowed on invested capital in 
computing the excess profits credit, Congress has been very severe and has 
steadily and consistently increased the burden of the tax since it was first levied. 
While there have been real and substantial increases in the severity of the tax, 
they have not been as great as might appear; to some extent it has been the old 
practice of “dipping deep witha sieve.” Below are noted some of the holes which 
tend to make a sieve out of the tax dipper. 

First, however, it should be noted that there have been few concessions 
granted for the computation of the tax on the invested capital basis; rather, the 
rates at which the credit is computed have been steadily reduced on all except the 
smallest corporations. There are probably several reasons for this. First, both 


48 In fact, it did not apply fully to that year; no credit for debt retirement was allowed for 
taxable years beginning in 1941 and ending before Sept.1,1942. For taxable years beginning 
in 1941 and ending after June 30, 1942, the 10 per cent refund was prorated. IRC, Sec. 781 
(d) (2). 

4° Treasury Department release No. 44-54, Dec. 31, 1944, p. 20. 
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Congress and business men have shown a decided preference for the income 
method of computing the credit; a tightening up of the provisions under the 
invested capital method may merely drive more corporations to the income 
method without greatly increasing their tax loads. Second, the rates at which 
the credit is computed are stated in specific figures; a reduction of those figures 
creates a definite appearance of severity which fits well into the war psychology. 
Third, a reduction of the rates allowed on capital in the higher brackets is an easy 
method of discriminating in favor of small, and against large, corporations—a 
practice which has been rather frequent under the New Deal.*® 

A tax rate of 90 or 95 per cent, especially when it is a flat rate applying to the 
entire tax base, is a powerful economic weapon and one which must be used with 
care and discrimination. A mistake or an unusual development can easily prove 
fatal in such circumstances. Congress, at the lengthy hearings which preceded 
each of the revenue acts of recent years, was duly warned of this danger and has 
been diligent in providing protection against it. The liberality with which 
relief provisions have been granted have taken much of the sting out of the tax 
and has undoubtedly saved many corporations from real hardship.“ Below are 
summarized the more important of those provisions. 

First, the choice which a corporation has between the invested capital method 
and the income method of computing the tax credit is a considerable degree of 
protection since it is unlikely that a corporation would be severely “squeezed” 
under both methods. This relief is accentuated by the liberality allowed to a 
corporation not in existence during the base period to develop a constructive 
base-period income. Second, the 80 per cent limitation together with the 10 per 
cent refund provision means that a corporation will never have to pay out, net, 
more than roughly three fourths of its income as income and profits taxes. Third, 
the exemption of long-term capital gains is an important factor to many corpora- 
tions during an inflationary period such as the present. Fourth, a corporation 
under the invested capital method is allowed a bonus of 25 per cent for new 
capital added, is allowed to capitalize certain past expenditures for advertising 
and promotion, and is allowed to retain as part of its invested capital certain 
amounts which have been lost through operating deficits. Fifth, abnormal in- 


come received in any given year may be partially or wholly excluded from that 
year’s taxable income. 


50 Compare Tables II and III above to see how, as the rate of the tax was changed from a 
progressive schedule to a flat rate, a considerable element of progression was obtained by 
reducing the rates allowed on invested capital in the higher brackets. 

51 The Bureau of Internal Revenue, in writing regulations and administering the tax, has 
shown a strong tendency to construe the relief provisions strictly so as to keep their scope 
down toaminimum. This attitude is probably due in part to the fact that in view of the 
liberality of Congress in granting relief, a strict attitude is necessary to make the tax rea- 
sonably fair and workable. It may be due partly, also, to the need for discouraging relief 
applications from every firm which may feel that it is subject to some minor irregularity in 
income. The relief provisions grant wide discretion to the Commissioner; undue laxity on 
his part would certainly cost the government millions—probably hundreds of millions of 
dollars in revenue. 
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The sixth and largest group of relief provisions are those which apply to the 
income method of computing the tax. Here the initial factor is that the base- 
period income is defined so as to include several items which are excluded from 
income in the taxable years. The general method of averaging—with the lowest 
year counted as not less than 75 per cent of the average for the other three years— 
is quite liberal to the taxpaying corporation, while the ‘increased earnings” or 
“growth formula”’ is so generous that it almost allows a corporation to take its 
largest year’s income during the base period and treat that as its average. All of 
Section 722 means, practically, that if a corporation can show that, for any 
reason whatever, its earnings during the base period were not a fair and adequate 
standard of normal earnings, it is entitled to relief. In figuring out a fair average, 
the corporation is allowed to raise any earnings which were abnormally low but 
is not required to lower any that were abnormally high. Finally, if new capital 
is added, the corporation is entitled to increase its credit by 8 per cent of such 
increment, while if capital is reduced, the credit is lowered by only 6 per cent of 
such reduction. 

These are only the general provisions and do not include the several special 
provisions. Almost any corporation should be able to invoke one or more of 
these general provisions; many no dcubt are able to invoke several and thus to 
escape a part of their tax burdens. 


(Part Two will be published in the October issue) 


eo 














THE PROBLEM OF EVALUATING REGULATORY 
POLICY 


HOWARD R. SMITH 
Washington, D.C. 


Although events normally appear distorted in size by proximity, it seems fair 
to say that the Interstate Commerce Commission in particular and transporta- 
tion regulation in general are today receiving more and deeper criticism than in 
any previous period in their history, with the possible exception of the first years 
when the idea of Federal regulation was in the process of establishment and 
acceptance.’ In view of the long public service of the Commission and thehigh 
esteem in which it has always been held by most students of government, it would 
seem pertinent to inquire into the reason for and justification of the broad criti- 
cism being currently levied against the Commission from a number of quarters. 

Much of the criticism that is pronounced against the present pattern of trans- 
portation regulation is neither specific nor directly aimed at the Interstate Com- 
merce Commission. The Commission is accused by indirection fully as often as 
by direction. And in addition, blame is frequently laid at the door of Congress 
for the status quo in transportation regulation. It will be the purpose of this 
article to set forth a twofold thesis; first, that criticism of the Commission must be 
held to a very narrow ground unless a basic and unusual assumption is made with 
reference to the place of the Commission in our regulatory scheme; and second, 
that a clear understanding of the elements of our public policy toward transpor- 
tation effectively limits the range of any criticism of that policy as formulated by 
Congress and effectuated largely by the I. C. C. 

The Commission is—a fact which is well known—a quasi-legislative, quasi- 
judicial body.? Its legislative function derives from a responsibility for prescrib- 
ing rules and regulations for carriers under its jurisdiction. Its judicial function 
derives from a responsibility to adjudicate altercations involving property or 
other rights wherever such rights are thought to be abrogated in the process of 
regulation. It is assumed, of course, that the standards used by the Commission 
in adjudicating rights will be wholly consistent with the principles from which the 
rules and regulations are derived. 

This combination of judicial and legislative responsibilities in a single agency 
has proved to be a very convenient tool of government. The justification of this 
too! (structurally opposed to our painstaking insistence upon separation of power) 
is, ‘rst, that the agency does not decide upon broad principles in either a judicial 
ova legislative capacity. Thus the regulatory agency is circumscribed not only 


1 Much of this criticism, particularly that directed against the Commission, is sub-rosa 
and not in published form. The current and widespread denunciation of the freight-rate 
structure is illustrative of the criticism referred to here. 

2 For a fuller presentation of the place of the I.C.C. in our regulatory scheme of things, 
see Locklin, D. P., Economics of Transportation, Business Publications, Inc., 1935, Chapter 
13. 
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at both ends but in the middle as well, for the Supreme Court endeavors to assure 
that the judicial standards of the agency conform in all essential respects to the 
legislative regulations of the agency. A second justification is that the regulatory 
agency is independent and therefore not subject to the political influence that 
can pollute law where power is not separated. 

In theory, then, the pattern of regulation can be considered as consisting of 
broad principles on the one hand and rules and regulations of an administrative 
agency on the other. The relationship between the principles and the regulations 
will be the relationship between objective and method or between premise and 
conclusion. Just as in formal logic the conclusion must be contained in the prem- 
ises, so in regulation the rules of an administrative agency must be logically 
derivable from the principles laid down by Congress. 

It is not always possible, of course, for Congress to anticipate certain situations 
that arise. Thus, in practice, there is not the neatly precise adjustment found in 
strictly formal logic. It follows that to a degree the agency itself is called upon 
at times to round out a principle by making it more complete—more definite. 
The important thing to be noted here is that in the first place there will normally 
be “doctoring”’ of a principle only at its edges, not at its heart, and that in the 
second place, both Congress and the Supreme Court are in a strategic position to 
make certain that all such “doctoring” is reasonably called for by the language 
or the intent of the statute. 

It is easily conceivable that an enterprising and ambitious administrative 
group might seriously try to “amend”’ statute principles at key points. It is also 
conceivable that a particularly apathetic Congress or Supreme Court would 
permit such ‘‘amendments” to stand for at least a period of time. It is, however, 
much less conceivable that both of these things should happen coincidentally. 
And it is stated here simply as a truism that nothing of the sort has been the case 
as far as the relationship between the Interstate Commerce Commission, the 
Supreme Court, and Congress are concerned. There are no large examples of 
any necessity to ‘‘clip the wings” of the Commission either on constitutional or 
legislative grounds. Such examples as do exist have concerned peripheral rather 
than basic matters, and have clearly been the result of differences of opinion in 
applying unclear legislation. 

On the basis of this background it is clear that criticism of the Interstate 
Commerce Commission must necessarily fall within narrowly circumscribed 
limits. For example, one can not charge that the Commission issues rules and 
regulations patterned incorrectly upon the principles laid down by Congress and 
the Constitution, unless one takes the position that the Commission is not 
effectively checked by Congress and the Supreme Court. The above charge im- 
plies, of course, as far as the Commission is concerned, that the Commissioners 
are either so lacking in intelligence that they do not understand the practical 
ramifications of principles or that they are so biased in favor of particular interests 
that the principles are actually ignored. As far as the writer is aware, neither of 
the above have ever been publicly attributed to the Interstate Commerce Com- 


* The invalidation of decisions based on the Hoch-Smith Resolution after 1925 provides a 
casein point. Ann Arbor Railroad Company v. United States, 281 U.S. 658 (1930). 
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mission by a disinterested party,* although one or the other is implicit in certain 
more general charges that have been made. 

Concretely, unless it is assumed that Congress and the courts are not alert, the 
Commission can be logically accused of nothing deeper than indifference or in- 
sufficient staff. If either of these were true, and as a result, basic principles of 
regulation were obviously violated, the primary responsibility would be upon 
Congress and the courts. In the event that basic principles are violated but not 
in an obvious fashion the only ground for holding the Commission responsible is 
that its closeness to the situation makes it the logical body to act. Perhaps so, 
but it is the writer’s contention that much more is here involved. It will be the 
purpose of the remainder of this article to set forth some of the broader issues at 
stake. 

If it be granted—at least for the preliminary purpose of facilitating further 
discussion along a slightly different line—the * whatever major shortcomings exist 
in the present control pattern must be traced to the underlying principles rather 
than to the routine «iministration of statutes, it becomes necessary to consider 
briefly the content and source of these principles in terms of alleged shortcomings. 

There is a prevailing tendency among students of transportation to refer to the 
status quo pattern of regulation as public policy.5 Although this term is not ob- 
jectionable in any important way, it will be suggested here that it conveys a con- 
notation of basic rationality that does not square wholly with the facts. This 
statement, although true, even if the outline of Commission decisions be taken 
as the status quo, is particularly relevant if public policy is defined as the national 


transportation policy set forth in the Transportation Act of 1940. This policy 
is stated as follows: 


It is hereby declared to be the national transportation policy of the Congress to provide 
for fair and impartial regulation of all modes of transportation subject to the provisions of 
this act, so administered as to recognize and preserve the inherent advantages of each; to 
promote safe, adequate, economical, and efficient service and foster sound economic condi- 
tions in transportation and among the several carriers; to encourage the establishment and 
maintenance of reasonable charges for transportation services, without unjust discrimina- 
tions, undue preferences or advantages, or unfair or destructive competitive practices; to 
co-operate with the several States and the duly authorized officials thereof; and to en- 
courage fair wages and equitable working conditions—all to the end of developing, co- 
ordinating, and preserving a national transportation system by water, highway, and rail, 
as well as ether means, adequate to meet the needs of the commerce of the United States, 
of the Postal Service, and of the national defense. All of the provisions of this Act shall be 
administered and enforced with a view to carrying out the above declaration of policy. 


To be considered a wholly rational proposition, a statement of policy such as 
this should be wholly self-contained. Succeeding parts should follow from the 
parts preceding in logical fashion. Above all, a statement of public policy should 


4 Accusation of bias is, of course, a typical weapon of the actually biased group when 
frustrated by a particular decision. 

5 Nelson, James C., New Concepts in Transportation Regulation, Transportation and Na- 
tional Policy, National Resources Planning Board, Washington, D. C., 1942, pp. 197 ff. 

¢ Interstate Commerce Act, Preamble. 
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be a significant clue as to how particular cases will be decided. On the contrary, 
however, students of transportation frequently refer to this declaration of policy 
as inconsistent, and it is an obvious fact that the declaration is not very helpful 
in predicting decisions. 

The charge of inconsistency’ is at once very real and somewhat superficial. 
It means, of course, that a decision based upon the preservation of the inherent 
advantages of each method of transportation may not be wholly in the direction 
of avoiding destructive competition; or that a decision to foster sound economic 
conditions may very possibly not conform to some ideas of what constitutes 
reasonable charges. In short, inconsistency cannot mean more than that, if a 
single decision were directed entirely toward any single part of the declared 
policy, other parts of the policy would be violated. 

This suggests immediately that Congress did not consider itself as writing a 
self-contained, consistent policy in the above sense. Rather, the several state- 
ments in the policy must be assumed to represent the boundaries of a regulatory 
approach that can not be reduced to a single proposition. In a very real sense, 
then, we have several public policies rather than one.* And every policy must 
be considered in every decision. 

Fair and impartial regulation no doubt means different things to different 
people. But among other things it apparently results from the cry of the 30’: 
that agencies of transportation be equally regulated. Preservation of the inher- 
ent advantages of each strongly suggests a cost policy in pricing. Maintenance 
oi reasonable charges sounds much like the competitive rate adjustment, at least 
within the limits implicit in the requirement that destructive competitive prac- 
tices be avoided. Although our declaration is not in itself helpful as to how all 
these are to be put together in a single decision, that is exactly what the Commis- 
sion must do. 

To recapitulate, we do not have a public policy toward transportation regula- 
tion in the rational sense. This type of policy would require a single objective, 
or a cluster of objectives characterized by internal cohesion. Rather we 
have a public policy only in the summary sense, or a policy outlining factors to 
be considered in the process of regulating, which activity then necessitates pro- 
portioning the various factors in some acct, «able manner. 

It is instructive to note here that what is now called our transportation policy 
was written after our present pattern of regulatory adjustment was already in 
existence. Thus while the policy does provide a convenient justification for 
almost any decision the Interstate Commerce Commission might render, it did 
not, when written, add materially to an understanding of how transportation was 
to be regulated because it did not state how conflicts between policies were to be 
adjusted or proportioned. 


At first thought it may seem that a mandate such as this leaves the Commission 


7 See Government and Economic Life, Lyon, Abramson and Associates, The Brookings 
Institution, pp. 831-857, for a discussion of conflicts within public policy. 

8 “Much of the misunderstanding of the transportation problem .. . derives from the 
tendency to direct attention rather exclusively to a single standard of appraisal... .”’ 
Behling, Burton N., Transportation and National Policy, op. cit. p. 248. 
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with virtually the full responsibility of determining policy. Rather, it will be 
insisted here that if the present policy, as stated, were the only standards the 
Commission had to go by, the Interstate Commerce Act would be summarily 
declared unconstitutional.® Actually, the Act itself contains a number of stand- 
ards at key points, standards that are really selective in nature in that they state 
specifically which of several objectives is to rule under a given set of circum- 
stances. In addition, the entire history of regulation under the Act has been a 
painstaking process of experimentation and observation designed to arrive at a 
satisfactory adjustment for all concerned. Precedent thus is probably the most 
important guide the Commission now has at its disposal. 

This does not at all mean that the Commission determines its own policy. At 
every step Congress has been an anxious observer, sometimes acting to improve 
the adjustment in a specific way. Congress must, therefore, be considered as 
standing implicitly behind the precedent that is used by the Commission to 
decide cases. Nor is any inference here intended that our declaration of policy 
is substantially different from precedent as used by the Commission. The policy 
expresses the same principles but only in outline form. The Act plus the prece- 
dents growing out of the Act fill in the outline with the concrete details necessary 
in regulating. 

It has by now been briefly demonstrated that the various parts of our transpor- 
tation policy are not inconsistent in the sense of being inadequately thought out 
or poorly written. Rather, it is non-integrated in that there does not exist a 
single objective to the fulfillment of which every other consideration can be made 
subsidiary. It next should be instructive to inquire into the source of the various 
parts of policy to determine why they are irreconcilable. 

First, it should be observed that even before we had a declaration of policy as 
such, there was in evidence a lack of integration similar to that now observed. It 
is probable, however, that the degree of integration was greater for the earlier 
period. This no doubt reflects the fact that we now have several media of trans- 
portation rather than the virtually single medium, of only a few years ago. 
The above commends itself as such an obvious fact that no attempt will be made 
in the direction of proof. Rather we will take our present declaration of policy, 
piece by piece, and indicate its most probable source. It is felt that such a pro- 
cedure will most amply demonstrate the reason for failure to integrate. 

Fair and impartial regulation, of course, means among other things that the 
regulating body must strive to fulfill public policy rather than show bias in its 
decisions. But it is probable that this phrase was not written into policy for this 
reason, because the qualifications required of commissioners would’ seem a 
sufficient guarantee in that direction. Rather, this phrase must have grown out 
of the demand in the early 30’s for equality in regulation among competing carrier 
agencies. The demand was expressed most powerfully by the railroad group, 
although the feeling of injustice was shared by many people. 

Recognition and preservation of inherent advantages stems from the fact that 

9 Schechter v. United States, 295 U. S. 495 (1935). In this decision the N.R.A. was de- 


clared unconstitutional because it was said by the Court to be a too great delegation of 
power by Congress. 
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a new agency feels itself restricted by a status quo in regulation and other environ- 
ment that favors the vested interest. It is a definite mandate in the direction of 
rates based on cost, although this particular intent is somewhat modified by 
other parts of the policy. ‘“Inberent advantages,” in short, is a term most 
frequently used by the motor carrier industry in its fight for impartiality in regu- 
lation against the great vested interest, the railroads. 

The promotion of safe, adequate, economical and efficient service is one of the 
oldest aims of positive public policy in transportation regulation. It is the gener- 
alized statement of ‘‘public interest,” defining the public at this point as shippers 
and consumers. 

The necessity for public policy to foster sound economic conditions among the 
several carriers is an outgrowth of the early realization that the usual result where 
transportation competition was not regulated was confusion and instability, as 
well as widespread discrimination. This part of policy is clearly designed to 
protect carriers from each other, both on an intra-agency and an inter-agency 
basis. Similar in nature is the stricture against unfair or destructive competitive 
practices elsewhere in the statement of policy. This particular emphasis has 
been necessary from the beginning, but its necessity has been forcefully pressed 
home anew by the Great Depression and the consequent “surplus” of transporta- 
tion facilities. 

The demand for reasorable charges without preference or discrimination would 
at first seem to stem from the earliest days of regulation when this problem was 
of paramount importance. However, the original basis for such a demand has 
considerably diminished with the arrival of new media of transportation and 
surplus facilities. A particular emphasis now upon this phase of shipper-carrier 
relations seems rather to originate with the recent claim that the freight-rate 
structure operates against the best interests of the nation by retarding develop- 
ment of the South and West. This issue has assumed larger and larger propor- 
tions in the last few years. 

Co-operation with the states as a part of national policy is logical enough in 
terms of the governmental division of labor between the nation and the states. 
A long history of conflict between the two jurisdictions can be pointed out in 
evidence of this fact. Although the conflict was relatively dormant for many 
years, it has recently flamed up anew in connection with intra-state railroad 
freight rates. 

Encouragement of fair wages and equitable working conditions as a part of 
public policy is a rather new addition. Labor organization in the railroad indus- 
try particularly has done much to spearhead the whole movement toward labor 
organization in the United States. Although the transportation labor group has 
always been strong, its strength has been especially evident in the past ten years. 
Quite obviously it would be necessary to include labor in any declaration of 
transportation policy. 

Last, but by no means least today, is the statement requiring a national trans- 
portation system, adequate to meet the needs of (among other things) national 
defense. The implications of this last are truly tremendous. Particularly is this 
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true at the moment in view of the recent huge demands made upon the transpor- 
tation system. One need only reflect a moment upon the consequences for the 
United States of meeting the recent crisis with substantially fewer transportation 
facilities, to realize the conceivable import of this last part of our declaration of 
policy. The actual importance of its inclusion will, of course, depend upon the 
strength and prevalence of national defense sentiment in the decade following the 
war. The important fact is that the statement is there, ready to be drawn out at 
any time and that it could conflict at really key points with several other parts of 
our transportation policy. 

This brief delineation is intended to demonstrate that there are numerous 
elements in public policy, almost to the point of being several distinct policies, 
although they do limit one another significantly. The sources of these various 
elements of policy are the carrier agencies—separately and collectively—, the 
shipper, the consumer, labor, regions of the country, state governments and the 
citizen. Thus it is not at all surprising that our over-all policy is not completely 
integrated. 

It would not be desirable to leave the impression that all of the groups above 
mentioned are constantly at each other’s throats. The conflict, if it can be called 
conflict, is largely peripheral rather than basic. Thus there is no serious disap- 
proval of the fact of regulation, only of the degree of regulation in some instances. 
Likewise there is no dispute as to the underlying reasons for regulation, only as 
to the application of those reasons in certain specific cases. In fact, there is really 
no questioning of the fact that the shipper group is the most important because 
there the consumer interest is at stake. There is only question at some points as 
to how the shipper may best be served without offsetting damage to the public 
at other points. 

There has grown up in America over the years a very sharp line of demarcation 
in popular parlance between public interest (consumer) and private interest. It 
may be that such a dichotomy is helpful for some purposes. In other cases, how- 
ever, it is very apt to be misleading. True the consumer group is the largest. 
Very properly the basic orientation is toward the consumer. But the transporta- 
tion industry, including owners, operators, and workers, is likewise a part of the 
public. And in a democratic nation where every individual is considered impor- 
tant and where citizens have rights against the government it would seem almost 
arbitrary to define the consumer as the public. 

Through the instrument of fair competition, businesses in America are allowed 
to fight for profits. It would seem strange if these same businesses were to be 
estopped from evincing interest in their fate when competition is supplanted to 
an important degree by regulation. The thesis here is that a business does not 
so lose its rights when regulated, or become an entity apart from the public. This 
sounds, perhaps, much like pressure politics and a justification thereof. In part 
that is a correct interpretation. For the most part, however, itis not. For the 
real fact of the matter is that the compromises now a part of the Interstate Com- 
merce Act ‘vere written there, not by pressure as such, but quite logically, and 
this as a result of what might popularly be called the action of pressure groups. 
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The common understanding of the passage of a regulatory measure is that the 
affected parties merely fight restrictive segments of the measure. No thought is 
ordinarily given to how such a fight is conducted, or to the fact that “fighting,” 
as such, is only a small part of the procedure. 

It is to be expected that a pressure group composed of reasonably intelligent 
men would adopt first those tactics that meet with the fullest approval of the 
public as a whole. This invariably takes the ‘orm of arguing that the interest of 
the pressure group is the interest of the people at large. It may at first be thought 
by the reader that this is said facetiously at best. It is not. There are cases 
where the public interest is argued more effectively by a pressure group than by 
the public itself. It is true, of course, that public-interest arguments by pressure 
groups are frequently extreme!y unconvincing because ill-founded. The impor- 
tant fact to note here is that a public-interest argument is not to be automatically 
discarded because advanced by a pressure group, and that a pressure group does 
not ordinarily resort to “lower” methods except to supplement the public-interest 
approach, if at all. This last is added to the writer’s belief that there are many 
in high places in America who prefer an honest compromise to victory through 
trickery. This view is strengthened by the fact that there is really little evidence 
that the Interstate Commerce Act—involving the numerous powerful interests 
that it does—contains major instances of pressure unsupported by a convincing 
logic of public interest. 

All of this is not to suggest that there is no conflict between the interests of 
pressure groups and the public at large. It is only to emphasize that arguments 
for legislation—particularly in a democracy—are not spurious and false merely 
because they are advanced by a person or a group which has an interest in the 
outcome. The minority, in the first place, has a right to try to convince the ma- 
jority ; and in the second place, the minority argues frequently the majority view- 
point, or at least a portion of it. 

A specific example may be helpful at this point. The railroads are a large 
vested interest in the United States. When regulatory measures are under con- 
sideration their emphasis will be upon that part of the declaration of policy 
calling for avoidance of destructive competition, and the part demanding a strong 
transportation system in the interest of national defense. Motor trucks, on the 
other hand, will stress “inherent advantage,”’ which policy largely calls for cost 
pricing. The characteristics of rail transportation are such that capacity opera- 
tion is necessary. Every source of freight tapped by motor trucks and thus taken 
from rail carriers tends to reduce the “inherent advantage” of the railroad in 
carrying every ton of freight retained, through increasing average unit costs. 
Thus every ton taken from the rails by motor trucks (or by air, for that matter) 
increases by that amount the susceptibility of all other rail freight to loss to an- 
other agency. 

In short, the railroad industry consists of such a high percentage of fixed costs 
that a small margin of traffic means the difference between profit and loss, or 
whether the railroad system—or certain important segments of it—can continue 
operating or not. If it be granted that the railway system is necessary on any 
abstract basis, public policy can justify leaning over a bit to keep the rail plant 
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operating at capacity. In this case inherent advantage seems strongly in conflict 
with other parts of our transportation policy. 

The significance of the above example is that when policy is being debated, the 
railroad “lobby” and the motor truck “lobby” will both be present. Both will 
emphacize their side of the case. The decision will be a compromise. But 
cognizance will be taken of the position of the railroads and the motor trucks not 
wholly because of the power these pressure groups can bring to bear, but in large 
part because of the reasonableness of the logic on both sides. 

It may be helpful at this point to distinguish between “particular’’ logic and 
“universal” logic. Universal logic is that situation in which the arguments ad- 
vanced are such that all reasonable men with the same basic values (for example, 
belief in equality, etc.) will reach the same conclusion. Particuiar logic, on the 
other hand, is that situation in which the arguments advanced are such that 
reasonable men with the same basic values (although not with the same peripheral 
values) will reach different conclusions equally well supported.!° The logic of 
regulation of transportation, as such, is universal to all men who believe in the 
American way of life. The difference in opinion is not whether to regulate or not, 
but how far to go in regulating. On many points relative to this latter problem, 
students can only produce particular logic for those with vested interests to 
advance in the process of evolution of regulation. 

Where peripheral aspects of a large problem can be defined only “particularly” 
rather than “universally,” it is characteristic of men with common basic values 
to compromise the peripheral problems. The spirit of compromise is no more 
than placing community harmony higher in one’s scale of values ti:an victory by 
resort to means “lower” than the use of logic, particular though this latter may 
be. Transportation regulation is compromise on a tremendous scale. It is no 
wonder our declaration of policy is said by many to be inconsistent. 

To summarize the argument immediately preceding, the logic upon which regu- 
lation is predicated stems from the value-orientation of interested parties. A 
common value produces a universal logic, since the value is the premise and the 
method is contained within the premise. Variations of values produce conflicting 
(particular) logics, each oriented to one special emphasis at the periphera of 
value-scales.1. The spirit of harmony that prevails where the basic values are 
held in common produces a compromise between peripheral interests. In trans- 
portation regulation in America these forces have produced a declaration of 
policy consisting of elements that have to be carefully proportioned in the process 
of control. Stated differently, to be very certain that the point is not missed, 
our national transportation policy is not integrated for the reason that there does 
not exist a unanimity of opinion on the proposition that one particular objective 
must be held above all others at all times. 

If this discussion were concluded at this point the result would be an unwar- 


10 Equally well supported, that is, on the basis of the frame of reference with which each 
starts. 

11 Tt is emphasized throughout that only peripheral values are involved because a conflict 
between basic values produces civil war and not compromise. The fact that the issues are 
actually compromised is the evidence that the values involved are really not basic. 
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ranted emphasis upon complete harmony in the process of government and an 
exaggerated denial of “politics” as distinct from healthy argument. Briefly, 
now, the problem of politics in regulation will be explored. 

What is normally called politics in government arises from interest, group or 
individual. But it has been noted earlier that not all activities of an interested 
group or individual can be classified as political in the “undesirable” sense. In 
the first place interested parties do argue as much of the public interest as it is 
to their advantage to argue. And in the second place such parties are—in terms 
of the larger issues of transportation regulation—a part of the public itself. Our 
task here is to seek out the practices of interested groups that can be classified as 
political in the sense of being contrary to public interest. 

For this purpose we will define a non-political decision as one made under the 
conditions that every interested group participates in the decision, and that each 
group participates in proportion to the extent of its interest; that every argument 
presented is a true argument, even though not wholly consistent with other “true 
arguments’’; that every vote cast is oriented toward the issue itself rather than 
toward some irrelevant matter; and that the area of fundamental disagreement 
is compromised. 

The problem of participation by the interested groups is a problem of publicity 
and organization. Any gap in either organization or publicity results in an in- 
complete representation and thus the ignoring of a portion of the total argument. 
This result can be termed political in the present sense, whether or not the failure 
in organization of publicity is the result of the deliberate efforts of other groups. 
It becomes political in a much more extreme degree if opposing interests block 
representation. 

The stipulation that every argument be a true one is perhaps the most usually 
violated in practice. It is extremely difficult to prove many contentions, until 
after the passage of considerable time, and the proof is often not clear-cut even 
then. On the other hand, however, arguments that are too fantastically unreal 
are a dangerous tool because other groups are always anxious to point up such 
things. What is really important here is that political elements are not involved 
as such unless an interested group attempts to establish coincidence between the 
interest and public advantage where in fact no such coincidence exists. 

The requirement that every vote cast be oriented toward the issue itself intro- 
duces the most insidious element in political activity. Violations of this require- 
ment may take any one of several forms. First, it may take the form of bribery, 
or a vote oriented to the receipt of extraneous reward unrelated to the issue 
involved. Second it may take the form of charisma, or a vote oriented to faith 
in another person, rather than the problem at hand. Third, it may take the form 
of coercion, or a vote oriented to a fear of an artificially produced misfortune 
rather than to the immediate issue. All of these represent a situation in which 
maneuvering is substituted for debate. In such a situation a decision will be 
made placing too great an emphasis upon one or a few segments of the public 
interest and largely ignoring other segments. 
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The final requisite for non-political decision-making—that fundamental dis- 
agreement be actually compromised—is an outgrowth of the others. If the other 
conditions are fulfilled this last follows as a logical result. This will not be true, 
of course, if every vote is cast by a member of one out of two actively interested 
parties. In that case, compromise would be minimized by the technical fact that 
one group must win the vote. Necessity for more than simple majority will 
increase the degree of compromise, as will the existence of more than two groups. 

A quite normal situation, however, is one in which the active interests are a 
relatively small part of the total group voting. This will be the case except in 
connection with the largest issues Here the larger group that has no ulterior 
interests will compel a compromise of the conflicting issues. The obverse of this 
is the case in which the larger group having no personal interest does not vote 
at all. 

If this outline of conditions leading to political decision-making seems to de- 
emphasize this type of “legislation” unrealistically in favor of its opposite, the 
writer will plead as a defense the fact that non-political decision-making is so ‘ 
frequently de-emphasized in popular discussion. Whereas a typical approach 
has been to throw all decisions of uncertain classification into the political class, 
the present procedure is rather deliberately to throw the uncertain category into 
the non-political class. The result is a more extreme position than the writer 
would take if the scales were not already tipped so pessimistically in the other 
direction. 

It should now be helpful to draw together the various threads of this entire 
argument. Transportation regulation can be thought of as consisting of objec- 
tiveand methed. The regulatory objective is for the regulatory body an over-all 
frame of reference, around which the pattern of regulation is built. Method is 
subsidiary in the sense that it is a logical outgrowth of the given value system. 
Any group of reasonable men can work out an approach that is reasonably 
adapted to the end in view. 

The emphasis throughout this article has been upon the fact that the point of 
departure for transportation regulation in America does not consist of a single 
objective but of a number of specific objectives that must be proportioned in the 
process of regulation. That is to say that the regulatory objective consists of 
several elements, all of which must be intricately interrelated in decision-making. 
It is customary for writers on transportation regulation to assert rather blandiy 
that ‘‘“maximum service at minimum cost” is the regulatory objective. This, of 
course, makes the consumer the frame of reference in regulation. It is the con- 
tention here that the consuming public is not the sole value for the regulatory 
agency. Rather, there are several “publics” that have an important stake in the 
outcome of regulation, all of which must be (and are) simultaneously recognized 
by the national transportation policy laid down by Congress. 

It follows from the above that a critic of regulation must follow a rather narrow 
line. Since particular elements of public policy have been written in by interest 
groups through a process of compromise, it is only natural that criticism by a par- 
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ticular interest group normally takes the form of an attempt to alter the propor- 
tionate emphasis given to a particular element of policy. Such criticism—it is 
the contention of the writer—is not legitimate. Rather, it is illogical. 

If such criticism is directed at the regulatory objective it is not properly criti- 
cism at all. It is, instead, disappointment with the compromise actually made, 
or an attempt to bring about a somewhat different proportioning of the elements 
involved. If this criticism is directed at regulatory method the case is even more 
clear-cut. It is hardly intelligent to accuse a group of people of not succeeding 
in their work, when success is being measured by a substantially different frame 
of reference than that used by the group criticized. 

It is perfectly legitimate to “preach” in opposition to the compromise that is 
our current public policy toward transportation. But mere recognition of it as a 
compromise precludes certain grounds for opposition such as inconsistency in 
policy or failure to give ‘full weight” to a specific element of policy. It is also 
proper to criticize the Interstate Commerce Commission as it works to effectuate 
public policy. Again there is a certain direction that may honestly be taken in 
such criticism, and another direction that may not. A critic must, above all, 
strive diligently to maintain the same point of departure as the Commission. 
Unfortunately most criticism of the Commission stems from a narrower scale of 
values than that necessary for the Commission. 

The Commission may also be accused of not effectuating the policy laid down 
by Congress, or of having a different frame of reference than the organic regula- 
tory law. As a theoretical proposition, however, such a criticism would be first 
directed at Congress. And, as noted earlier, the actual fact is that the Commis- 
sion has not made any concerted effort to usurp and thus to twist statute lan- 
guage. 

The preliminary report of the Board of Investigation and Research has been 
roundly criticized from most quarters, criticized because it has added nothing new 
in the way of public policy (except three more agencies). Perhaps there is 
nothing new to add. Perhaps the basic compromises have all been made for the 
present, until results of the current policy are more definitive. 

Regulation of transportation has in the past proceeded vertically and horizon- 
tally. Vertical movement (degree of regulation) has not been in evidence since 
1920. We have gone about as far as we can go in that direction. With the pas- 
sage of the Transportation Act of 1940 and the Act Regulating Freight For- 
warders, horizontal expansion reached its limit also. 

From this point forward public policy cannot change rapidly, as has been the 
case in the past, unless it retreats. It seems fair to say that significant retreat is 
not in sight as yet. Thus the changes in national transportation policy will have 
to be in the nature of readjustment of compromises for a considerable period in 
the future. The Board of Investigation and Research is demanding such a 
readjustment in their insistence upon a cost-built rate structure. Other attempts 
have been made and will be made in the future to substitute a single frame of 

reference in regulation for the multiple one now in use. Unless we abandon 
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compromise—which means unless we agree to ignore large and important seg- 
ments of the public interest—it seems proper to conclude that a single objective 
is definitely not a probable direction of change for some time to come. 

Democracy, in its functioning, does not depend upon complete agreement on all 
points for successful operation. Its real value to free people is precisely in the 
fact that it does not require an “either-or” approach to all problems. Rather, 
democracy provides a “‘both-and,”’ “give-and-take,” method of adjusting differ- 
ences. Ina dictatorship the policy of The Single Objective is expected—but not 
in America. 








LAND IMPROVEMENT VS. LAND SETTLEMENT FOR 
THE SOUTHEAST 


ROBERT W. HARRISON! 
U.S. Department of Agriculture 


In the absence of a developed body of land policies, either Federal or state, it is 
frequently assumed that land improvement and development implies er will 
bring about physical and economic opportunities for creating new farms. The 
fallacy of this assumption is particularly evident when the aims and suggestions 
of current national land-settlement proposals? and reports are applied to the 
Southeast. Here the general acceptance of this faulty concept would not only 
greatly damage the economic position of the present agriculture and general 
economy but would add long-term maladjustments, the elimination of which 
would require years of effort and great expense. 

The success of Southeastern agriculture clearly depends upon successful plans 
for reducing the number of subsistence farms, raising the level of efficiency of 
commercial farms (usually through enlargement of operations), and reducing the 
number and proportion of unskilled laborers dependent on agriculture. A realis- 
tic attack upon these basic problems will require carefully integrated programs of 
resource improvement and development; a redistribution of agricultural resources 
and incomes among the race and tenure groups; control of land prices; promotion 
of more desirable farm tenure; and, perhaps most important, development of vo- 
cations and skills leading to a more efficient type of labor, with different work 
habits and wider adaptability. Both the nature of these agricultural problems 
and the character of the measures appropriate to their solution make it desirable 
that the number of farms and the proportion of the total population permanently 
engaged in agriculture in the Southeast be reduced, perhaps by one-third of the 
farm population reported in the 1940 census.* Insofar as veteran-settlement or 
other types of back-to-the-land movements envision an increase in the number of 
farm units in the Southeast, or an increase in the proportion of the population 
engaged in agriculture, they violate all the desirable goals and trends for which 
Southern agriculturists have been working. They violate also all recorded eco- 
nomic and sociclogic bases for evaluating resource settings essential to successful 
farm operation. 


1 The material and conclusions of this paper are drawn in part from unreleased state- 
ments on land settlement which the author prepared as chairman of a temporary committee 
on land settlement opportunities, U. 8. Department of Agriculture, Southeastern Regional 
Post-War Planning Committee. Dr. George H. Aull offered some very helpful ideas as did 
Dudley E. Young and Alberta N. Coleman. The ideas expressed here, are, however, the 
sole responsibility of the author. 

2 For example, those implied in the Veterans’ GI Act (Public Law 346). 

’The reader will be interested in studying the recommendations of the National 
Resources Planning Board concerning desirable decreases in number of farms by significant 
sub areas in the Southeast. Regional Report No. 9—Southeast, 1944. 
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These are facts hard to face; they make it certain that land settlement prob- 
lems of the Southeast are chiefly those of discouraging settlements which may be 
attempted in submarginal areas and by poorly trained and inadequately financed 
soldiers, war workers, and part-time industrial employees, and of preventing 
subdivision of farms by over-settlement in good agricultural areas where sub- 
division would severely impair efficiency of production. The prewar farm popu- 
lation of the Southeast worked under severe handicaps common to areas where 
large numbers of farms are of uneconomic size and the farm population has failed 
to establish any satisfactory link with industrial enterprises. The high propor- 
tion of counties in the Southeast in which 80 per cent or more of the farms have 
gross farm incomes of less than $600 is indicative of the low level of agricultural 
production. The total farm income for the Southeast according to the latest 
estimates is about 7 per cent of the national farm income, while the area’s farm 
population is about 18 per cent of the nation’s farm population. 

Wartime trends in Southeastern agriculture have in part relieved the pressure 
of farm population in many areas and have encouraged a long desired diversifica- 
tion in farm enterprises. Young men and women from the Southeast have 
entered the armed forces or moved to war industries by the hundreds of thou- 
sands; yet agricultural production has increased in nearly all areas and is expected 
to increase further.* There are still areas where farm labor is under-employed, 
and until very recent months these areas actually had a surplus of farm labor. 
This can mean only one thing in terms of possible future settlement in South- 
eastern agriculture for soldiers and war workers; namely, that farm opportunities 
are very limited where no relation to the land exists, either through ownership or 
relationship to owners, and that settlement in economically and socially desirable 
areas will involve a heavier cash outlay than is ordinarily available to discharged 
soldiers or laid-off war workers. In only a few areas of fair to good agricultural 
production are there possibilities of developing new farms. Some of the areas of 
the Southeast usually described as potential new-land areas will be discussed 
below. 

That the long-hoped-for agricultural diversification and needed farm enlarge- 
ments in the Southeast are being greatly promoted by wartime shifts is a fact well 
worth publicizing. Increases in productivity made possible by diversification, 
by more extensive use of worn-out cropland, and by larger acreages and higher 
levels of mechanization per worker are sound approaches to the problems of 
Southeastern agriculture. To jeopardize these sound economic gains, achieved 
at so great a social and economic cost, throuch the fal'acious idea that extensive 
settlements of soldiers and war workers can be made in Scutheastern farm areas 
would certainly be a tragic miscarriage of public policy and would breed future 
evils not to be overcome in this generation. 

It is to be expected, of course, that many farm boys will return to their homes 
in the Southeast after the war. Some of them will naturally want to become 
farmers, and this is highly desirable; but it is no justification for encouraging 
uneconomic development of new farms. In the past the migration of farm youth 





4 Cf. The Production Capacity and Goals studies for the several states prepared by the 
Division of Farm Management, Bureau of Agricultural Economics, U.8.D.A. 
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to cities has been very heavy, especially from the South. The war has put a stop 
to the usual migration of youths into permanent industrial and commercial 
employment, and in their place many older agricultural workers and many very 
young people have migrated to industrial centers. It is reasonable to expect this 
reversal of the basic trend to result in certain maladjustments. But the point 
here in connection with land settlement is that farm youths, in large part, have 
traditionally found employment off the farm. This trend must continue if agri- 
culture is to develop along the lines of its highest interest, as a great and efficient 
producer of food and fiber products. The certain availability of greatly im- 
proved power equipment for agriculture after the war lends increased urgency to a 
recognition of the basic problems associated with surplus rural populations. 
Consider, for example, the social implication of a recent demonstration of the 
mechanical cotton picker in which seven men operating ‘“robot’’ harvesters did 
in 15 hours the work which would ordinarily require 300 workers.* 

Should a back-to-the-land movement become associated with the problem of 
further developing the agricultural resources of the Southeast, as may well hap- 
pen under poorly defined land policies and programs of the Federal and state 
governments, with the consequent crowding of every available rural house and 
numerous uneconomic subdivisions of existing farms and ill-advised clearing of 
forested land, the economic result to Southeastern agriculture would probably be 
as follows: first, the less efficient agricultural operators would be reduced to lower 
tenure and income status and the more efficient, better financed operators, feeling 
the economic disadvantages of an overcrowded agriculture, would, in the long 
run, seek more profitable investment and activity in other fields; second, the 
agricultural population would increasingly sink to subsistence levels as commer- 
cial farms failed in competition with the subsidy which the small, inefficient 
producer would inevitably require and receive, and agriculture as a dynamic 
segment of the economy would no longer exist; third, the social cost of subsistence 
living would be so great over an extended period as to endanger the social welfare, 
both in agriculture and throughout the economy. 

To talk and plan for subsistence farming or relief settlement or “self-help com- 
munities’ will encourage unsound developments of the greatest seriousness to 
agriculture. Judging from past experience it will not lead even to satisfactory 
temporary solutions to social and economic problems. Nevertheless, discussion 
of and planning for new lands and new farms in the Southeast continues, often in 
circles which should be better informed. 

The popular hope for new postwar farms in the Southeast is frequently based on 
the belief that large areas of military land will be available for agriculture once 
the military emergency has passed; on the assumption that millions of acres of 
woodland on existing farms are physically and economically suitable for clearing, 
making more intensive settlement possible; on the assumption that many elderly 
farmers will retire after the war; on the belief that there are numerous areas, such 
as the Florida Everglades, the Gulf Coast, the Cumberland Plateau, and the 
Mississippi Delta, where new farm lands can be economically reclaimed through 


5 Arkansas Gazette, Sunday, December 17, 1944, p. 11. 
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drainage and clearing; and on the assumption that ‘part-time farms can be 
developed near industrial centers. That each of these is a faulty basis for plan- 
ning for new farms is shown below; they do, however, indicate opportunities for 
greatly improving many established farms. 

While the War Department has purchased about 1,600,000 acres of land in the 
; Southeast and leased several hundred thousand additional acres since June 30, 
1940, a recent survey by the Department of Agriculture in co-operation with the 
War Department revealed that only a small part of this holding will be suitable 
t for farming after the war.6 Much of the land purchased by the War Department 
was entirely unsuited to farming. It is estimated that less than 10 per cent of 
the land likely to be released by the War Department will be suitable for crop 
production, a little over 11 per cent for grazing, and the remainder, about 80 per 
cent, for forestry. The location of the cropland is such that most of it will be 
best used by combining with present farms in the vicinity. The leased lands, 
some of which are good croplands, will of course be returned to their former 
owners and users. 

Those who look to substantial settlements of soldiers on military land in the 

Southeast either fail to understand the nature of the land now commonly used 
for military purposes or are misinformed as to the location and acreage of the War 
Department holdings. Clearly much of the military land is nonagricultural, 
much will not be released soon by the War Department, and much that is released 
will be severely damaged for agricultural purposes because topsoil has been 
removed by grading or by erosion, started in the tracks of heavy military 
equipment. 
Perhaps the most effective use for military Jands will involve their incorpora- 
: tion into adjacent established farm units. This will make possible the enlarge- 
ment of numerous farms and thereby make economically possible desirable long- 
range shifts in farm organization and perhaps in type of farming. Enlargement 
and resulting improvements in existing units would make possible considerable 
increase in the number of skilled laborers employed and perhaps some increase in 
the number of tenants in areas where intensive crops are grown. In areas of 
d general farming it is doubtful whether additional labor will be needed as aresult 
of enlarging farms with surplus military lands. 

Much of the surplus military land will be used best if placed under the control 
of state or Federal forest agencies. 

The Soil Conservation Service has estimated that about ten million additional 
; acres could be converted into crop land in the Southeast by using pasture and 
woodlands that are physically suited for crop production. This estimate takes 
into account that there are almost three and one-half million acres not used for 
crops that are unsuited for cultivation. These figures envision potential and 
ideal conditions and have never been presented as short-term goals. A careful 
examination of the tabulations broken down by states and significant subareas 
within the Southeast makes it clear that the intensification and improvement 
program essential to make the best use of the potential cropland would result 
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6 Details of this report must, for the present, remain confidential. 

















34 ROBERT W. HARRISON 


in new farms only in rare instances. It would, however, greatly improve the 
productivity of present farms and make easier and more satisfactory many of 
the intra-family adjustments which the return of soldiers and war workers will 
require. The full development of this potential cropland either for crops or as 
improved pastures or intensive woodlands represents a major challenge to the 
agriculture of the Southeast. There is no intent here to diminish in any way 
the importance of this intensification and farm improvement but rather to point 
out that it will best take place within existing farm units rather than through 
the creation of new farms. 

At best, the development of the potential croplands within Southeastern farms 
will be a slow process. Clearing and drainage are costly processes. To be 
economically sound they must usually be carried on over a period of years, 
utilizing periods when the regular farm work is slack. Along with the job of 
bringing cropland, pastures, and woodland into their best use, there is the prob- 
lem of farm improvement through more efficient types of organization (usually 
attained in agriculture through increases in size) and methods of operation. It 
is through more efficient organization and more careful management that present 
farms, with the enlargements made possible by land developments, are going to 
be able to produce a better livelihood for farm families. 

With some justification students of agriculture have pointed out that on ac- 
count of the war many elderly farmers have delayed their retirement; that when 
at the end of the war they turn over their land to other management many 
opportunities will be created for young men who desire to farm. The fallacy in 
this argument comes to light when it is applied to an area such as the Southeast, 
where farmers generally have never been able to save money enough to retire. 
Certainly no tradition of farmer retirement has grown up in the Southeast, as in 
the Corn Belt. Aging farmers in the Southeast cling to their farms (frequently 
very meager ones) as the last source of livelihood, short of public relief. Fre- 
quently a son or son-in-law stays at home and helps the father with the ‘“‘work,”’ 
but there is little economic or social similarity between this situation and that of a 
farmer who actually retires to the village and rents or sells his land to a younger 
member of the family. 

The economic condition of the present generation of Southeastern farmers 
makes it very doubtful that farmer retirements will take place in sufficiently large 
numbers to be considered promising in terms of post-war settlement opportuni- 
ties. This is made doubly certain by a study of the high birth rate in the rural 
areas of the Southeast and the consequent large number of youths reaching pro- 
ductive age each year. In South Carolina, for example, it is estimated that 
nearly 100,000 farm boys, who in 1940 were 10-19 years of age, will by 1950 be 
available to replace the 33,000 farm workers who will die during the decade and 
the 8,000 agricultural workers who will, according to liberal estimates, retire. 
Under such economic and population conditions it is foolhardy to expect farming 
opportunities for men not now on farms to arise from farmer retirement. 

The Southeast is frequently referred to as an area where many new farms could 
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be developed through drainage and clearing, an area where a new agricultural 
frontier awaits development. Encouragement and support is lent to these views 
by recurring settlement ventures and land reclamations sponsored by the Federal 
or state governments or by private interests. The Cumberland Homesteads 
project is an illustration of a Government venture, and the promotion by rail- 
roads in the 1930’s which led to the settlement of several thousand mid-western 
farmers in the Gulf Coast area is an illustration of the latter. 

References to new farms in the Southeast usually involve proposals for reclama- 
tions centering in the Florida Everglades, the Atlantic and Gulf Coast Prairies, 
the Cumberland Plateau, and the Mississippi alluvial valley.?’ These areas and 
the possibilities which they offer for developing new farms are reviewed briefly 
below. 

1. It is estimated that in the Everglades there are about 500,000 acres of land 
suitable for cultivation provided proper water control is devised. About one- 
fifth of this acreage has been developed.* At present, large operators farming 
with heavy equipment and using large numbers of wage laborers characterize the 
agricultural economy. The major problem bearing on future land settlement in 
this area appears to be the development of economic arrangements whereby 
relatively small economic enterprises may be organized on a functional basis. 
Just what type of economic and social organization could be worked out for the 
independent farm of family size is by no means clear. The nature of economic 
practices of this area indicates conclusively that enterprises must be economically 
able to bear heavy losses due to poor seasons and fluctuating markets. It is 
generally agreed that unless small independent producers are combined in a very 
strong co-operative association they would have to develop a type of agriculture 
quite unlike that now practiced in the Everglades. The elaborate drainage and 
water control necessary present an engineering problem which makes essential a 
high degree of co-operative action if small farmers are to succeed. Experience 
has shown that great economic and social risks are involved in reclamation efforts 
of the type required here. In view of the many flagrant failures in the past, the 
success of some recent drainage projects should not make students of settlement 
over-optimistic concerning the possibilities of continued success. 

Before any encouragement can be given to the development of family farms in 
the Everglades, whether for veteran settlement or for local farmers, a great deal 
more knowledge will have to be acquired concerning the possibility of developing 
market facilities and institutions necessary for communities of family-size farms. 
Expansion of the Everglades vegetable areas, without corresponding provision 
for market expansion, would probably severely jeopardize the established Florida 
vegetable industry. 

2. The presence of war industries—particularly shipbuilding—in the Atlantic 
and Gulf Coast ports and the consequent swelling of the population in adjacent 


7 This paper covers only that part of the alluvial valley lying in the State of Mississippi. 
8 Joseph T. Elvove, ‘‘The Florida Everglades—A region of New Settlement,’’ Journal of 
Land and Public Utility Economics, Vol. XIX (Nov. 4, 1943), p. 464. 
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areas has led to the development of many rural residences and some new farms in 
the generally wooded Coastal Belt. A 50 per cent increase in rural population 
is expected in some Gulf Coast counties, as for example, Baldwin County, Ala- 
bama, near Mobile. Unusual combinations of livestock grazing and vegetable 
production characterize these coastal areas. Farm incomes are, in many cases, 
augmented by the sale of forest products, including pulpwood, naval stores, and, 
particularly in lower Mississippi, pine stumps for rosin and other purposes. The 
fact that many thousands of war workers now living in the area have accumulated 
funds which many plan to invest in homes and farms nearby makes this area one 
of the most critical as far as Southeastern settlement problems are concerne:’. 
Obviously, the problem in this instance is not one of promoting new settlemenis 
but of directing the settlements already begun along desirable lines, so that 
economic units will be established and communities will be developed in such a 
manner as to promise satisfactory organization of groups in coming years. 

It should be added that economists know relatively little about the various 
types of farm organization and methods of agricultural production in the coastal 
areas. Many casual observers have indicated intense interest in the agriculture 
carried on, for example, in Baldwin County. Sociologists are aware of the 
various nationality groups now engaged in various types of crop production in 
this county. The reported successes of some of these groups have proved quite 
misleading in the past and may again mislead war workers who plan to settle in 
the Gulf Coast area. Among other problems, the distribution of soils suitable 
for farming is by no means uniform; in fact, productive soils are to be found only 
in scattered patches, making settlement extremely hazardous for those who do 
not understand the significance of soil variations in terms of farming possibilities. 
Furthermore, slackening of war production will remove a large segment of the 
present market of agricultural producers in this area. Transportation from many 
parts of the Gulf Coast to the larger national markets is grossly inadequate, and 
any expansion in the production of vegetables or fruits must involve serious plan- 
ning for a better system of distribution. 

3. The Cumberland Plateau and some adjacent rugged areas in the Appala- 
chian Highlands have repeatedly been pointed out as offering opportunities for 
new farm development. Grandiose settlement schemes attempted here have 
attracted considerable numbers of farmers from many Northern states and even 
from Europe. Most of these settlers failed in a short time, and where survivors 
remained they usually sank to or nearly to a subsistence level. Settlements in 
Cullman County and on Sand Mountain, both in northern Alabama, are to a de- 
gree exceptions largely because the lower local elevations made possible cotton 
production and general farming. Even the diligent methods of European 
peasant groups failed to achieve levels of living consistent with standards prevail- 
ing in the better farming sections of this country. New farming opportunities 
along traditional lines are practically nonexistent in these areas. In the future, 
as in the past, out-migration will take place if economic opportunities exist else- 
where. Commercial development of local resources awaits the application of 
capital and improved forestry techniques. 
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4. Many new farms have been developed in the Mississippi Delta? in the last 
10 years. Recent reconnaissance investigations reveal that much of the reclaim- 
able land in the Mississippi Delta has been or is now being settled. -Develop- 
ments of these lands involve clearing, drainage, and flood control, all exceedingly 
expensive operations. It is now clear that the cost of these improvements cannot 
be assessed to the individual farm units which they make possible. New-land 
farming opportunities in the Delta rest on public policies similar to those which 
provide for the reclamation of the arid lands of the West. 

Furthermore, it is rather well established that new Delta lands will be used 
mainly for cotton production and thereby aggravate the already uncertain cotton 
market.!° The perfected cotton picker will probably tend to make family-size 
cotton farms of the future much larger than the 40 to 80 acres now common. In 
the face of such economic and social situations it would be futile to encourage 
further increases in rural population in the Mississippi Delta. 

Frequent reference in land settlement studies is made to the opportunities for 
establishing part-time farms in industrial areas. Doubtless it is possible to work 
out a harmonious relationship between industrial and agricultural employment, 
but to this date no convincing demonstration of this possibility has been 
made in the Southeast. The experiments of the Government, for example, the 
Birmingham Subsistence Homesteads, were largely failures. The mill villages 
of the Piedmont are in many cases little better than rural slums. Few of the 
individual workers have been able to develop substantial agricultural sidelines. 
While every effort should be made to explore the possibilities of developing 
successful part-time farming communities, it is unwise to assume that part-time 
farming, as now known, offers any immediate solution to settlement problems. 

Part-time farming has become more or less a catchword proposed by all manner 
of groups as a solution to their particular economic problems. Actually, little is 
known about the essential requirements for successful part-time farms in indus- 
trial areas. The few studies that have been made show that such matters as 
distance from place of employment, number of workers in the family, seasonal 
distribution of industrial employment, and size of the farm are crucial factors in 
determining the degree of success. Lack of knowledge on these and other essen- 
tials has led to much waste of capital and labor in developing communities which 
never functioned fully. Until more is known about how a part-time farm can be 
operated successfully, it will be wise to leave it out of plans for postwar settlement 
activities. 

To recapitulate: insofar as postwar settlement plans in the Southeast rest upon 
opportunities believed to lie in the use of surplus military land, in the intensifica- 
tion of land use on existing farms, in the use of land released by retirement of 
farmers, or in the development of large numbers of new farms by clearing and 
drainage reclamations, or upon the belief that opportunities exist for the develop- 


® Only that part lying in the State of Mississippi should be considered. 

10 Cf. Statement of Secretary of Agriculture Claude R. Wickard before the special com- 
mittee of the House Committee on Agriculture on ‘‘Post-War Farm Programs’”’ at the ses- 
sion of December 4, 1944. U.S.D.A. release 3691-44. 
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ment of large numbers of part-time farms, they are doomed to failure, partial or 
complete. That such a failure would add new long-term maladjustments to 
Southern agriculture few will question. The prevention of this failure lies first 
of all in understanding that there are countless opportunities for improving and 
developing Southern agriculture but few opportunities for developing additional 


farms. Once this basic fact is understood, a system of policies and plans for 
action can be made. 
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PRICE POLICIES 


A. G. ABRAMSON 
Economist, S.K.F. Industries, Philadelphia, Pa. 


In the years immediately preceding the outbreak of the present war, economists 
became very much interested in the price decisions made by business executives. 
Earlier studies of price were concerned largely with analyses of the inter-relation- 
ships of commodity price movements, or with explanations of the price behavior 
of particular commodities. Outside of cases dealing with monopoly (in the old 
sense) no particular attention was given to the decisions about price made by 
individual company managers in the course of manufacturing and selling their 
products. The processes of actual price formation drew relatively little at- 
tention. 

The period of research and investigation following the depression of the 1930’s, 
combined with the development of the theories of monopolistic and imperfect 
competition resulted in a noticeable shift of interest. Almost simultaneously 
numerous studies appeared pointing out the significance of the deliberate price 
actions of individual producers.! It was suggested that these actions were on 
the one hand a relatively neglected source of evidence of monopoly power, and 
on the other hand a means of influencing or controlling the level and constancy 
of national economic activiry. 

Prices were said to be “‘administered”’ in practically all ofindustry. Individual 
producers were said to exercise a positive influence on the course and level of 
production and employment through their “price policies.” The exercise of 
judgment by these producers seemed to be advanced as an indication of control 
over price. 


I 


It is the opinion of the writer that accurate conclusions about the significance 
of “price policy” cannot be reached without “breaking down” the concept into 
the multitude of price decisions producers actually make in the process of market- 
ing their goods. The fact that businessmen exercise judgment or take deliberate 
action in connection with the prices of their product is not of itself indicative of 
control over supply. 

There seems no doubt that the price actions of producers are factors in the 


1 Industrial Price Policies and Economic Progress, E.G. Nourse and H. B. Drury, Brook- 
ings Institution, Washington, 1938. Modern Competition and Business Policy, H.S. Den- 
nison and G. K. Galbraith, Oxford University Press, New York, 1938. ‘‘Price and Pro- 
duction Policies of Large Scale Enterprise,’’ Edward 8. Mason, American Economic Review, 
Supplement, Part 2, March 1939. Industrial Prices and Their Relative Inflexibility, Gar- 
diner C. Means, Part I, The Structure of the American Economy, National Resources Com- 
mittee, June 1939. ‘‘The Meaning of ‘Price Policy’,’”? E. G. Nourse, Quarterly Journal of 
Economics, February 1941. Price Making in a Democracy, E.G. Nourse, Brookings Institu- 
tion, Washington, 1944. 
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process of price formation deserving the attention of economists. But these 
factors may or may not be determining. This point becomes clear when the 
various price decisions of producers are reviewed in some detail. 

“Price policies” of individual executives operating in the real world include, 
among others, the following decisions or actions: 


1. Reservation Price. The farmer, for example, bringing his crop to the market 
may refuse to sell until he is satisfied with the price. He may withhold or 
reserve 2!! or part of his supply in anticipation of more satisfactory future condi- 
tions. ‘The refusal on the part of the individual farmer to sell at the prevailing 
market price ordinarily indicates no ability to influence price because ordinarily 
the single farmer does not produce a significant portion of the total supply; he is 
simply “betting” that he will do better at some other time. 

The important thing to note about this price decision is that it may be made by 
any producer. It is not confined to the farmer or to people selling on organized 
exchanges. Merchants or manufacturers, for example, may have reservation 
prices. They may refuse to sell at what they believe is the current ‘‘market’’ 
price because they believe future prices will be better. As in the case of the 
farmer, this price action—this refusal to sell at current prices—may be taken by 
any producer, regardless of the degree of his ability to influence price by altering 
the quantity produced or offered for sale. Refusal to sell at current prices in 


anticipation of “better” future prices is an action open to any producer who can 
wait. 


2. Use of Present and Prospective Prices in the Allocation of Resources. In 
deciding how to allocate available resources among alternative uses producers 
may consider the prices, present and prospective, of the alternative final products. 
This decision may lead them not to produce at all, or not to increase investment, 
or to produce more, or to produce more of one good rather than another, or to 
use a final good for consumption rather than for sale, or to produce one good 
rather than anotherand soon. This use of price data in deciding how to allocate 
resources seems to »e a characteristic of any producer regardless of his size or the 
structure of his market. 

There may be considerable difference among producers as to, first, the fre- 
quency with which these decisions about the allocation of resources are made; 
and, second, the variety of allocations available. The period of production is 
longer for some agricultural products than for some industrial ones. This differ- 
ence results in a more frequent allocation of resources in one case than in the 
other. Some goods are produced with larger proportions of “fixed” equipment 
than are others; this too may account for differences in the frequency with which 
allocation of resources may be made. It seems clear that differences among pro- 
ducers in the frequency of ability to make new allocations of resources ‘may 
indicate only differences in the time period of production or in the composition 
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One aspect of resource allocation—the decision of a producer to make one com- 
modity rather than another—deserves special comment. Ordinarily producers 
are faced with wants that are not fixed and if at any moment a producer is not 
satisfied with the price at which he can sell his output, he may decide to allocate 
his resources in such way as to “change” the “demand schedule” for his output. 
This means that by advertising or by adding some service or other device, he 
convinces the “public” that his product is a substitute for some higher priced 
commodity. 

In other words, producers may “change” their ‘‘schedules” by allocating their 
resources in a particular way so that their product becomes a commodity for 
which the ‘“‘current”’ price is higher. This must be distinguished from an alloca- 
tion of resources that results in an “inclined” schedule. Under the “given- 
conditions” analysis of customary value theory, producers could not allocate 
resources in order to change the commodity produced. In the real world such 
allocations are possible and their presence may indicate only the absence of 
“given conditions.” 

This decision to change the commodity may result in an “inclined” schedule 
for single producers, but it may also result only in moving from one commodity 
to another without being able to influence significantly the price of either. 
Changes in the commodity produced may not be accompanied by any change in 
the degree of ability to control or influence price. Furthermore, the ability to 
make the change does not of itself indicate any degree of control over supply and, 
therefore, price. 


3. Putting a Price on One’s Product. Many products are not marketed through 
organized exchanges, and the producers of these commodities must use other 
marketing devices. Ordinarily, manufacturers attempt to reach their customers 
through the use of salesmen and catalogues. In the process of carrying out the 
sale of any one commodity by means of salesmen who can be given no discretion 
in ‘‘setting’’ prices and who contact a number of potential buyers at different 
moments, it is necessary that a price be put on the good, that is that the seller 
ask some particular amount for the product. This is inevitable in large-scale 
marketing, and where selling activities have to be undertaken long in advance of 
final sale and cannot readily be varied from customer to customer or day to day. 

This putting a vrice on one’s product may be comparable to the reservation 
price of the producer who sells on an organized exchange. That is, the producer 
may believe he can sell for this price in the future and he may, on that basis, 
reject any offers to buy that are below the asked price. This price action also 
may be the producer’s guess as to the current market price (what it would be if all 
buyers and sellers could be brought together). Individual offers to buy below 
the asked price may be rejected because the producer may believe his guess as to 
the market price is better than that of the prospective buyer’s whose offer is 
turned down. In a moving economy there is abundant room for disagreement. 

The price put on a good may, of course, be the result of the conclusions of a 
producer with monopolistic power. It may also, however, simply be the result 
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of a marketing technique necessary because of the absence of an organized ex- 
change. To the producer determining the price in question, this action may 
represent widely different things in terms of ability to infiuence price. 

Where there is no organized exchange—where sales must be made through con- 
tacting a number of different potential buyers individually over time—the seller 
must put a price on his product. Ina changing world, this action must be taken 
for new products and old ones, for standardized commodities and differentiated 


ones; the action must be taken by large producers and small ones, by farmers and 
manufacturers. 


4. Refusal to Sell at Other than the Quoted Price. The salesmen of one of the 
firms that must, as a marketing technique, put a price on their products may 
encounter a prospective buyer who offers to purchase at considerably below the 
price quoted by the seller. This offer may be rejected. This might happen toa 
manufacturer of producer’s or consumer’s goods, to a retail or wholesale mer- 
chant, or to a farmer selling fresh eggs. This refusal to accept the offer of an 
individual prospective buyer at a moment in time is one thing that may be in 
mind when writing of a producer who refuses to sell at other than the quoted 
price. One may have in mind, at the other extreme, the refusal to sell to any 
buyer for some period of time—week, month, year, or longer—at any but the 
quoted price. In between these limits lie many other possible meanings of the 
“selling at only quoted price action.’”? What does this action indicate about the 
reasons motivating the producer? 

This question may be approached by examining the hypothetical case of a small 
manufacturer of a seasonal good who sends his salesmen out on the road to try 
to get orders. Let us assume the salesman carries samples of a number of prod- 
ucts each selling at various prices. They are instructed to take orders only at 
these prices. Some of the products sell well, others poorly, and still others not 
at all. Let us assume also that the combined efforts of all the salesmen provide 
enough orders to keep the installed machinery and regular force busy for one 
shift during the season. 

In this instance, the refusal to sell at any but the quoted prices is approxi- 
mately the same as the price action described earlier under heading No. 2; that is, 
the use of present and prospective prices in the allocation of resources. The 
manufacturer simply allocates effort and resources to producing the items that 
‘go well.”’ It would not be rational to send the salesmen out again to try to sell 
the other products at lower prices. Manufacturers commonly produce many 
commodities and have some flexibility in allocating their resources; consequently, 
this hypothetical case may have wide application. (Considering all competi- 
tors, all demands may be met and none need yield a monopoly gain.) 

The refusal to sell at other than the quoted prices may also mean the manufac- 
turer “‘bets’”’ his guess is more nearly correct than the guesses of the individual 
potential buyers who reject the prices set. The manufacturer may err in his 
judgment, but it takes time to contact many buyers and consequently many 
offers to buy may be rejected and much time elapse before the seller changes his 
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quoted price. Some orders may be received, enough to keep busy for a while, 
and the seller may keep up his price in the belief that conditions in the near 
future may change so that his judgment as tu price may prove correct. As indi- 
cated previously, he may also decide to change his product in response to the 
refusal of buyers to purchase. This decision is comparable to making a new 
allocation of resources and is a decision that is open to many small producers 
making commodities for which there are many close substitutes. 

Although m* ~ orders to buy and sell on organized commodity or security 
exchanges are ostensibly at market prices, they are nearly equivalent to “quoted” 
prices. An owner of securities sold on an organized exchange, for example, may 
want to sell but may be dissatisfied with the existing price. He may wait many 
days before there is a price with which he is satisfied. If the market is “steady” 
and not “thin” he may make his stock available at the market price. Otherwise, 
he may stipulate a specific price at which the sale is to be made, or he may set 
price limits. 

This sort of action is close to the reservation price action or the refusal to sell at 
any except a specific price; it occurs on organized exchanges as well as in the sale 
of manufactured goods on unorganized exchanges. Many sales on the organized 
exchanges are made by people who are fairly certain as to what the price will be. 
That is, they may expect to sell or buy at close to the latest quotations. All 
buyers and sellers do not enter orders to buy or sell at any price. Prices on 
organized exchanges xre not ali “‘market”’ prices, if by that one means buyers and 
sellers make no “‘price judgments,” or do not know what they will get or pay, and 
simply buy or sell at any price necessary to effect the transaction. 

At any moment in time there are buyrs willing to purchase at less than the 
price at which sales and purchases are being made. Refusal to sell to these 
buyers at these lower prices may occur in the sale of any type of commodity and 
on both organized and unorganized exchanges. Some producers on unorganized 
markets start out with “fixed prices” that are indispensable because they are 
necessary in the process of marketing. These individual producers have to 
“guess” at the “market” price and accept or reject individual offers to buy, 
partly at least on the basis of whether the offer coincides with the seller’s estimate 
of the ‘‘market’’ price. In the real world this estimate must be made recurrently. 
The original prices may be only a first approximation and subject to continual 
revision. In other instances, the prices first set may be kept because there are 
few or no close substitutes and because the producer may have a significant degree 
of control over price. 

Refusal to sell at any except quoted or set prices is an action not clearly dis- 
tinguishable from reservation price, or from one aspect of the use of comparative 
prices to determine the allocation of resources. It is an action that does not 
necessarily indicate any control of price. 


5. Taking Into Consideration the Price Actions of Other Producers. When 
goods are marketed through an organized exchange and a prs: er wants to 
make a sale directly to a specific known individual, the price on i. « «change at 
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the moment may be used as a basis for the sale. The price at the moment on 
the exchange is useful also in determining the price at which contracts for future 
delivery will be made. 

However, where there is no organized exchange this aid to determining the 
price at which specific present and future transactions will occur is missing. 
Since the marketing must be done through salesmen and catalogues, a price must 
be put on the goods—a price that serves at least as a starting point for nego- 
tiations. 

There are many conceivable factors that might be taken into account in “‘set- 
ting” these prices. Among them are: accounting costs, past experience, and an 
evaluation of past or anticipated changes that necessitate a revision of earlier 
prices. It is to be expected also that producers who must put a price on their 
goods and go out and try to sell at that price, because there is no organized 
exchange, would be sensitive to the actions of other producers who make substi- 
tute goods. A producer is naturally interested in getting as much as possible for 
his output, but it may be disadvantageous to ask more than others do. This 
disadvantage may be temporary in the sense that the producer with the higher 
prices simply does not get any business (or very little) until he “gets in line.” 
The disadvantage may be more permanent if the change is made late in the sea- 
son for goods that do not have a continuous market. In any event, knowledge 
of the prices asked by producers of substitute goods may be vital. 

Even though a producer may get some business at a higher price, this may 
indicate imperfection and not control. A producer may be unable to rely on the 
continuance of the imperfection either to maintain or expand his business and 
hence must “get in line” in a competitive industry. 

Faced with the importance of being aware of the estimates of other producers as 
to price for the coming season or week or day, it is to be expected that producers 
will try to find out what prices others are placing on their output. It is to be 
expected also that the prices charged by others will be taken into account in 
“fixing” prices. This action is a result of at least two things: (a) the absence of 
an organized exchange and the consequent necessity of setting tentative prices as 
part of the marketing process; (b) the disadvantages of fixing a price lower or 
higher than the price fixed by other producers who make the same or substitute 
products. This price action may be the result of the structure of the market 


and of the fact that demand conditions are changing or are not perfectly under- 
stood. 


II 


The various actions described above are some of the decisions made by individ- 
ual producers in which prices play a dominant role. They all involve deliberate 
judgment and may be classified under the “‘price policy” concept. It seems clear 
therefore that the existence of “‘price policies” does not necessarily indicate the 
existence of a significant or even any degree of control over supply and price. 

It is commonly said that industrial price formation is generally influenced by 
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monopolistic elements because of the “‘price policies” of individual producers, 
while, on the other hand, agricultural price formation is largely a reflection of 
competitive forces because most farmers do not have “price policies.” But when 
the price decisions of agricultural and industrial producers are analyzed in detail, 
this distinction seems to disappear. As an indication of control over price, there 
seems little difference between the reservation price of the farmer and the refusal 
of a manufacturer to sell below a price he believes he can get in the future; or 
between the refusal to sell a produced good at a particular price and the refusal 
to produce if prices are not at a certain point; or between the allocation-of-re- 
sources action of the farmer and the action of a manufacturer in allocating 
resources (including changes in commodities produced) after he has tested the 
market through his salesmen. 

When the various decisions lumped together under price policies are segre- 
gated and examined, it becomes evident that these decisions are born of many 
factors other than ability to control supply and price. Many individual pro- 
ducers operating in a dynamic economy, must exercise judgment and take 
deliberate action in the process of pricing and selling their goods even though they 
do not have a significant degree of control of price. While the effect of these 
deliberate actions may not have been adequately described or evaluated in earlier 
price studies, the current tendency seems to be to attribute io them unjustified 
significance as an indication of ability to influence the level and constancy of 
prices and economic activity. 


Ill 


In addition to the failure to study “price policies” in terms of more specific 
decisions, the significance of this concept in a moving society has been misinter- 
preted also because of the methodology of economic analysis. The customary 
approach is to work out the “equilibrium” tendencies under “static’’ or “given’’ 
conditions. This method is used in the theories of monopolistic and imperfect 
competition as well as in the theories of pure or perfect competition. 

In order to make moving situations more manageable and to make valid gen- 
eralizations more likely, the “given” conditions or “static” approach employs a 
number of assumptions. These include, among others, the following: (1) each 
producer makes only one commodity; (2) demand and supply schedules are fixed 
and continuous; (3) there are no changes in techniques; (4) adjustment to change 
is instantaneous; (5) producers and consumers have perfect knowledge; (6) the 
factors of production are perfectly mobile and divisible; (7) in terms of use it is 
possible to identify and segregate commodities; the demand and supply forces 
affecting price and production of each of these commodities can be isolated; and 
because of this segregation and identification plus the preceding assumptions, 
there exists only one price for a commodity at any one time. 

It is clear that these assumptions are not real. More important, these as- 
sumptions are not neutral factors; they influence the results of the analysis. 
Conclusions with respect to what a particular price decision means in the way of 
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control over price are obviously influenced by them. Moreover, it is possible to 
depart from these assumptions without introducing either control or more than 
temporary imperfections in the market. 

The necessity and opportunity for producers to make many of the price 
decisions classified under “‘price policy” arise largely because these methodo- 
logical assumptions are not characteristic of the conditions under which producers 
must operate. By way of illustration it may be noted that if the assumptions 
listed above characterized the real world, then all producers would, in effect, be 
able to market their output through organized exchanges, and many of the price 
actions taken because of the absence of such exchanges would disappear. Also 
if producers were confined to the production of only one commodity, then some 
of the price actions described eariier would also disappear; they would not be able 
to allocate resources to new commodities or to the parts of their output which 
sold well and there would be no necessity of testing the market to find out where 
their resources could be most profitably applied. The same effect is noticed 
when other assumptions are analyzed. 

The important fact is that some of the price decisions made by producers with- 
out control of price in a dynamic society might be indicative of a significant degree 
of control over price if these producers made the same decisions under the con- 
ditions assumed in “static” analysis. As a result, the significance of these 
decisions is frequently misinterpreted. ‘Price policies’ which indicate control 
over supply and price in a “static” world may indicate only the absence of the 
assumed conditions (and not control of the market through continued imperfec- 
tions) when the same “‘price policies” are exercised in a dynamic world. 

One particular difficulty stands in the way of drawing any valid generalizations 
about the significance of price policies in a dynamic world. When the working 
out of generalizations on the basis of the unreal and relatively few assumptions 
described earlier is abandoned, one is faced with a bewildering array of conditions 
about which assumptions must be made. The price decisions of individual pro- 
ducers are made in almost every instance under a different set of conditions with 
respect to knowledge, mobility, divisibility, number of commodities, flexibility in 
allocating resources, time involved in adjustment to change, advances in tech- 
niques, discontinuities in cost schedules, and soon. In addition, it may be neces- 
sary to make assumptions about many factors, such as the temperament of the 
individuals making the decisions, the organization of the particular company, 
the methods of accounting, the customs of the trade, the pressure of political 
influence on the company executives, and so on. 

In the face of this complexity, it is almost intemperate to suggest that any 
generalizations can be drawn about the significance, in terms of control over 
price, of the “price policies” of individual producers in a dynamic society. In 
any event, it seems reasonable to say that before suggestions are made about the 
manipulation of individual company “price policies” in the interest of stabilizing 
and increasing the level of employment or production, a great deal more needs 
to be found out about the economic significance of these ‘“‘price policies.” 


aa aa 








PRICE POLICIES 47 


In a dynamic society where prices are always in the process of being made, 
where wants are changing, and where someone must take the initiative in price 
determination, almost every producer has some influence, though it is likely to 
be short-lived, isolated and imperceptible. This influence arises out of the chang- 
ing nature of the market. It is a different sort of influence from the customarily 
envisioned control of supply, and its significance as a means of controlling price, 
output and employment does not appear to be great. 
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The Road to Serfdom. By Friedrich A. Hayek. Chicago: University of Chicago 
Press, 1945. Pp. xi, 250. $2.75. 


... Before the gates there sat 
On either side a formidable Shape. 
The one seemed 2 woman to the waist, and fair, 
But ended in many a scaly fold, 
Voluminous and vast—serpent armed 
With mortal sting.... 


In Milton’s Paradise Lost both the majestic beauty and the malignant repul- 
siveness of the portress of Hell are visible to all. Of Totalitarianism the same 
may not be said. Unprescient men are disposed therefore to infer that, since 
the visible upper proportions of totalitarianism appear divine, its not yet visible 
whole will prove equally so. Than this there can be no more fatal inference, 
suggests Dr. Hayek in The Road to Serfdom, a description of the morphological 
development of totalitarianism, an attack upon “planning’’, a defense of nine- 
teenth century liberalism, and a warning that we are gradually substituting the 
“‘values”’ of the garrison state for those of late-eighteenth and nineteenth century 
liberalism. 


I 


I shall summarise Hayek’s main theses and then examine certain of his opinions 
critically. 

1. We are well along the road to totalitarian serfdom (pp. 1-31, 181-201). “It 
is Germany whose fate’’ the people of England and America “‘are in some danger 
of repeating”’, Hayek infers from the fact that he encounters in these countries 
the same opinions and the same proposed measures that he encountered 20-25 
years ago in pre-Hitler Germany. ‘The people whose views influence develop- 
ments ...are now in the democracies in some measure all socialists”; and in 
consequence the democracies are moving toward socialism. It was socialism 
which, in Germany, undermined “liberalism in the old sense” and thus made 
easy the rise of Nazi totalitarianism; and it is socialism which, in the democracies, 
will iacilitate the substitution of totalitarianism for individualistic liberalism. 
Yet it is to this tolerant individualism—‘respect for the individual gua man, 
that is, the recognition of his own views and tastes as supreme in his own sphere, 
and the belief that men should develop their own individual gifts and bents”—, 
compounded, in the Renaissance period, out of Christianity and classical philo- 
sophy, that man owes the unchaining of his energies which produced “‘the mar- 
velous growth of science’’ and gave to men a “‘new sense of power over their own 
fate.” As a result men became determined to progress even faster than the 
nature of things would permit. They began to think of social problems in 
technological terms, and, as they lost understanding of the way in which a free 
system works, they adopted the collectivistic ways of thought and action already 
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common in Germany. The “rule of freedom which had been achieved in Eng- 
land” reached its apogee about 1870; since then collectivistic German ideas and 
institutional approaches have been growing in strength. 

Aithough socialism prates of “freedom” and “equality” it does not assign to 
these terms the meaning given them by democracy, for socialism is the anti- 
thesis of democracy. 


To the great apostles of political freedom the word had meant freedom from coercion, 
freedom from the arbitrary power of other men, release from the ties which left the 
individual no choice but obedience to the orders of a superior to whom he was attached. 
The new freedom promised, however, was to be freedom from necessity, release from the 
compulsion of the circumstances which inevitably limit the range of choice of all of 
Wi vs remekien Freedom in this sense is, of course, merely another name for power or 
wealth ....The demand for the new freedom was thus only another name for the old 
demand for an equal distribution of wealth. (pp. 25-26). 


The new freedom is thus the negation of the old freedom. It is not strange, 
therefore, that Nazism proves on examination to be the culmination of a long 
evolution of thought from an initial anti-liberal stage through a socialist stage 
into full-bodied freedom-denying totalitarianism. 

In the works of present-day English writers (Hayek has little to say of Ameri- 
can writers) are to be found an emotional atmosphere, expressions, and ap- 
proaches to problems quite similar to those common in Germany about the time 
of World WarI. These dangerous intellectual influences are reinforced by anti- 
competition doctrines, espe<ially from the Left, and by the efforts of both organ- 
ized capital and organized labor to win secure monopolies and political privilege. 
Economic liberalism appears to be without voice or power to stay this effort to 
substitute the directing will of a few for the impersonal discipline of the market; 
and so totalitarianism marches on. 

2. Planning is not inevitable (ch. 4). Technological change does not make 
planning inevitable inasmuch as it is not destroying the preconditions of com- 
petition. (a) Large establishments do not in a sufficient number of cases possess 
a superior efficiency that enables them to displace the smaller establishments and 
thus create a situation conducive at least to oligopolistic and/or oligopsonistic 
pricing. (b) The increasing complexity of the modern economy makes planning 
more rather than less difficult. (ce) Protection against competition is not pre- 
requisite to the introduction of economically desirable technological changes. 
The attack on competition and the demand for centralized planning come rather 
from seekers after monopoly and/or politico-economic power and from those 
who do not comprehend how a free economy functions. 

3. Planning must almost inevitably end up in totalitarianism (chaps. 3, 5, 7, 9, 
14). Planners would substitute for the more efficient competitive market a less 
efficient method of co-ordinating individual efforts and uses of resources, namely, 
“a central direction of all economic activity according to a single plan”. Plan- 
ning thus presupposes that which does not exist and which could not be acted 
upon if it did exist,—‘‘a complete ethical code in which all the different human 
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values are allotted their due place.”’ It makes necessary agreement on a much 
larger number of things than we have been accustomed to agree upon, an agree- 
ment to be imposed from above by the planners. It thus refuses to recognize 
that welfare depends upon an infinite variety of combinations, that there are 
‘‘autonomous spheres in which the ends of the individuals are supreme”’, and that 
responsible individual morality presupposes a large amount of individual freedom 
of choice. It therefore is inimical to economic and political freedom and de- 
mocracy and to common decency. 


The authority directing all economic activity would control not merely the part of our 
lives which is concerned with inferior things; it would control the allocation of the limited 
means for all our ends. And whoever controls all economic activity controls the means 


for all our ends and must therefore decide which are to be satisfied and which not. (p. 
91). 


Centralized planning thus presupposes the subordination of individual freedom 
to a single purpose determined by whatever planners are in the saddle and almost 
necessarily accomplished by the threat and use of force. Even worse are the 
effects of the planning we have so much of—planning against competition—for 
it puts planning in the hands of monopolistic groups who pluck the unorganized. 
If the state chooses to control these monopolies rather than to enforce competi- 
tion, it is gradually forced to direct the whole of the economy. 

4. The totalitarianism which evolves out of planning is inimical to much that 
democratic man values. (chaps. 6, 8, 10, 11). 

(a) For the Rule of Law—the known and announced rules of the game which 
have been established in proper fashion and within which the individual is free 
to pursue his personal ends and desires —there are substituted the unpredictable, 
extensible, and arbitrary dictates of the agents of the state whence individual 
and minority rights lose significance. 

(b) Under totalitarianism it “‘is the will of a few persons that decides who is 
to get what.’’ There exists no absolute and universal standard according to 
which this decision can be made; nor, supposing such a standard existed, would 
all members of the community admit its existence. Accordingly, such inequality 
as is ordered by the ruling minority is resented in much greater measure than is 
the inequality imposed by the impersonal forces of a competitive system; and 
there is continual struggle on the part of the disgruntled to change the rules in 
their favor. 

(c) Under totalitarianism it is not Plato’s guardians but the worst who of 
necessity get on top. (Ch. 10 is commended to the attention of all students of 
political selection.) 

(d) Collectivistic policy inevitably tends to become particularistic, nationalis- 
tic, anti-international, and war-like. 

(e) Totalitarianism undermines morality, begets contempt for intellectual 
liberty and reason, and destroys “‘truth”’ itself. 

5. A free and autonomous economy not only offers the most satisfactory solution 
to the economic problem; it alone offers a solution at all satisfactory. Accordingly, 
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while Hayek admits state regulation and/or operation in areas in which “the 
conditions for the proper working of competition cannot be created’’, together 
with the case for reducing inequality of opportunity and assuring a basic mini- 
mum to all, his positive program appears to consist primarily in the establishment 
and maintenance of competitive conditions (e.g., pp. 36-39, 42, 102, 119-20, 
198, 207-10). In these circumstances international economic relations would 
consist predominantly of relations between individuals rather than between 
states. The arguments against national economic planning hold with even 
greater force against international economic planning. He admits the case for 
an international authority, however, and finds in the principle of international 
federation the best means to the re-establishment of a relatively free international 
economy. 

Hayek’s views will probably be distorted by Right and Left. Nonetheless his 
tract is useful in the same sense that The Federalist papers are useful. It not 
only defines economic and political liberalism and indicates the conditions under 
which it willfunction. It also draws attention, at least by implication, to certain 
homely truths that latter-day sentimentalists are prone to forget: that it is as 
hard to retain political and economic liberty as it was to win it; that everything 
has its opportunity cost; that a capacity for evil is incarnate in all men and can 
be held in check only through vigilance;! that man must ever be concerned to 
keep the power of others over himself tamed; and that no form of social organiza- 
tion, least of all the Moloch state, can free man of many of the tasks and pains 
attendant upon living, whether as a recluse or as a unit in an ant-like society. 
It makes explicit the dangers inherent in totalitarian systems. 


II 


Hayek’s account of the drift toward totalitarianism, together with his implied 
supposition that the taking of counsel and the reconsideration of the merits of 
the free system will halt this drift, is too simple. It exaggerates the role of ideas 
and under-estimates the role of sentiments. It seemingly passes over the fact 
that a nation’s way of doing things is the product of its whole culture, and that 
therefore the introduction of totalitarian thoughts and institutional structures 
will not always and everywhere bring about the same effects. It supposes change 
in the totalitarian direction alone whereas it is conceivable that out of the ruins 
of Europe will come an anti-materialistic system opposed to both free capitalism 
and the totalitarianisms of Right and Left. It overlooks the operation of that 
principle of decay— itself the correspondent of the principle of change—which, 
however varied and multiple its origins, sooner or later brings almost all social 
and societal systems to term.? 


1 Cf. Denis de Rougemont, The Devil’s Share, New York, 1944. 
2 Compare Schumpeter’s account (in Capitalism, Socialism and Democracy, New York, 
1942) of the conditions undermining capitalism with the C. N. Cockrane’s account (in 
Christianity And Classical Culture, New York, 1944) of the decline of the Roman system 
established in the days of Augustus. See also P. Sorokin, Social And Cultural Dynamics, 
New York, 1937-41, and A. Toynbee, A Study Of History, London, 1935-39. 
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It is doubtful if any modern nation, be its economy free or otherwise, will long 
tolerate widespread and persisting unemployment. If such a situation comes to 
pass and nothing is done about it, a potentially revolutionary conjuncture comes 
into being which, in the case of a free economy, may bring about its overthrow 
and eventuate in a totalitarian system. It is essential, therefore, that govern- 
mental agencies and private enterprise be equipped with knowhow, programs, 
and competent personnel to cope with such unemployment if and when it de- 
velops. Needless to say, the establishment and mobilization of effective solvents 
of the unemployment problem in no sense calls for the grant of autocratic powers 
to a leviathan state. Yet the lack of such prophylactic solvents contributed 
notably to the final triumph of totalitarianism in Germany. 

Because Hayek’s account of the forces undermining the free economic system 
is defective, he fails to indicate satisfactorily how this free system, which em- 
bodies so many of the values that democratic man prizes, can be restored to active 
life and vigor. Exhortation cannot accomplish this, nor can warnings of the 
evils of totalitarianism, nor can a straight appeal to reason. The vigor of the 
free system can be restored only if faith in this system and the will to conform to 
its rules and to have it work are restored. Its comparative permanence then is 
practically assured so long as it is equipped to cope with intensified unemploy- 
ment. Hayek does not tell us how to bring these changes about. 

The case against extensive and complete centralized planning’ is both stronger 
and weaker, on technical grounds, than Hayek makes out. It is stronger in that 
the complete direction of economic life from the center appears to be possible 
only in an economy that is comparatively simple and undifferentiated in terms 
of operations and purpose, and impossible in a complex, highly differentiated 
modern economy. It is weaker in that the central authority may require its 
production managers to observe a few simple rules; e.g., that the use of any one 
factor in the production of any one good be increased or decreased until the 
output point is reached at which the value of the marginal product of said factor 
is equal to its price and thus allow free play to the principle of substitution and 
assure the correct distribution of productive factors among uses called for by the 
distribution of purchasing power among individuals and private and public 
purchasing units. An important part of the case for an impersonal competitive 
system consists in the fact that it automatically imposes such rules. 

To illustrate further: A football coach cannot implant in the minds of his 
players a disposition of men to countervail each of the immensely large number 
of dispositions of men which an opposing team may assume in the course of 
play. He cannot even conceive of all these dispositions and discover satisfactory 


* The following discussion relates to complete planning on a nationwide scale from a 
national center. It relates in no way to urban plans, the TVA, the proposed MVA, various 
public works programs, etc. Presumably Hayek’s criticisms are not directed against 
projects of this sort. Some of his critics, however, pretend that he is aiming at such pro- 
jects and then attack him on this score. Consequently much of the discussion of his views 
is uncontributive to the clarification of the issues. So also may some of the defenses of 
Hayek’s tract be characterized. 
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counter-dispositions, let alone instill this information in his players. But he 
can lay down a number of simple rules which, if carefully followed, will enable 
his players to counter any series of dispositions assumed by an opposing team. 
Suppose now that the central planning agency is the coach. It is most likely to 
realize its proper ends (if it may be supposed capable of realizing many of these 
ends) only when it behaves as an intelligent football coach behaves. But 
whether it would so behave, and there is no evidence to suggest that it would, is 
another matter. 

The strongest case against extensive centralized planning is to be made, as 
Hayek recognizes, on political and cultural grounds. For such planning, while 
it probably can add little if anything in the longer run to man’s freedom from want 
of subsistence, may jeopardize man’s other and more important freedoms and 
almost paralyze the forces making for salutary change. (Such planning could 
not counterbalance permanently that variation, mutation, and selection in the 
genetic, cultural, and cultural-genetic spheres which lie at the bottom of all 
social change). Planning presupposes a concentration of power, and extensive 
planning presupposes an extensive concentration of power; and power, when 
concentrated and unrestrained, always tends to corrupt its possessors and unleash 
their capacity for evil. So have observed Lord Acton and Bertrand Russell. 
And so believed the American founding fathers, whose primary objective was to 
tame power, by dividing it rather than by concentrating it,—by universalizing 
the principle: Civil liberty is born of ecclesiastical animosity. There is little, 
if any, reason to suppose that twentieth century man is more moral, more immune 
to the poisoning influence of the possession of power, than was eighteenth century 
man or nineteenth century man or the ancient Spartan. It still appears to be 
true that the individual is most free in a society consisting of many and varied 
groups which offset one another, and which are held together in a larger unity 
primarily by a common devotion to a few non-material ideals such as the love of 
political, personal, religious, and other liberties, and the belief in the dignity of 
man and the sacredness of his personality. In fact, in the light of the effective- 
ness of the potentially terrible modern instruments of bureaucratic and military 
might and control now at the command of possessors of highly concentrated 
power, it is plain that freedom in all its modes is realizable today only so long as 
society remains pluralistic. 

Unfortunately a modern wealthy society cannot, so to speak, turn all func- 
tions over to individuals and small groups. For reasons clearly noted already 


4Cf. A. P. Lerner, The Economics of Conirol, New York, 1944. 

5 It should be added, however, that cultural and political deterioration would soon bring 
about economic deterioration. Those who refer to free capitalism as a creator are not 
mistaken. It is no historical accident that the period and places in which free capitalism 
has been regnant have coincided with the period and places in which man’s material and 
spiritual well-being has increased most remarkably. It is no accident that the greatest 
material and spiritual progress has been made in the United States where, as Adam Smith 
foresaw, the free system would be least trammeled. 

6 See my essay, ‘“The Political Economy of Jefferson, Madison, and Adams”’, in American 
Studies in Honor of W. K. Boyd, Durham, 1940, pp. 36-51, 58-59. 
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by Smith and Mill, even in an essentially private-enterprise economy the state 
and its agencies must perform many positive and negative tasks which cannot 
be fulfilled by private enterprise. The maintenance of employment at something 
like a full level presupposes the performance of these tasks by the state even 
when essentially unemployment-preventing measures are not necessary.’ The 
performance of these tasks will always absorb a considerable proportion of any 
wealthy nation’s productive resources. The choice of economy therefore open 
to an advanced and wealthy nation is between one that is essentially totalitarian 
and one that, while predominantly free enterprise in character, is a mixture of 
both types. 

One may conceive, in theory, of a totalitarian economy in which technically 
there is as much consumer freedom of choice and consumer sovereignty as in a 
mixed economy in which the relative magnitude of the private enterprise com- 
ponent is at the attainable maximum.’ The real question remains, however: 
Is this a likely outcome? As yet there is no convincing affirmative evidence, a 
posteriori or even a priori. But supposing this favorable outcome is achieved, 
will the bulk of the population continue to enjoy undisturbed and uncircum- 
scribed other freedoms than that which we call consumer sovereignty? All the 
evidence, all that men have so far experienced, all that we know of human be- 
havior, is in the negative. The burden of proof is on the history of the man of 
tomorrow. 

One may, however, conceive of a mixed economy, in which common tasks are 
performed by agencies of the state, but in which the bulk of economic activity 


is carried on by free enterprise. Herein lies a practicable solution provided that . 


competition is enforced, that politico-economic pressure groups are curbed, and 
that marked inequalities in the distribution of pre-tax income are not permitted 
to give rise to a significant amount of unemployment. Yet this solution too will 
fail if men lose faith in a mixed economy and refuse to abide by its rules and by 
the rules of the associated form of representative government. For example, if 
the state-operated and controlled component of the economy is unduly extended, 
this part of the economy may metastasize and transform the whole. Or again, 
if the seekers after monopoly are allowed too much play, the state will be forced 
to take over. A mixed economy, therefore, while a satisfactory answer to the 
problems of the day, can be preserved only if men abide by its rules, accept the 
fat with the lean, and will that this type of economy live and function. 

In his Study Of History Toynbee indicates that only those societies survive 


7 At present and for some years to come positive action directed primarily against un- 
employment also is indicated. However, upon the economy’s productive structure be- 
coming better adjusted to the requirements of a fairly well-to-do population, action of this 
sort, which is called for only in a sick and unbalanced economy, will not generally be ne- 
cessary, and the primary objective of state action in a balanced non-collectivized economy 
will be the provision of services that private enterprise cannot supply. An appropriate 
distribution and use of post-tax income is, of course, supposed. 

8 Cf. R. Mosse, ‘“The Theory Of Planned Economy”’, International Labor Review, XXXVI, 
1937, pp. 371 ff., and O. Lange’s pamphlet, The Working Principles of the Soviet Economy, 
New York, 1943. 
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which triumph over the challenges that every society occasionally faces. West- 
ern society is now confronted by such a life-and-death challenge: How provide 
to all men a definite minimum of security against want and yet preserve all the 
significant personal freedoms which have flourished most in areas where free 
enterprise has been dominant? If Western society solves this problem, its 
culture will dominate the world. If it fails, man can look forward to decades of 
trouble and tribulation. While Mr. Hayek offers no final solution, he draws 
attention to many matters which present-day students, publicists, and statesmen 
are prone to ignore or forget. His tract deserves careful perusal by all men of 
good will. 
Duke University JoserH J. SPENGLER 


Budgeting: An Instrument of Planning and Management, Unit IV, Relationship 
of Budgeting to Planning and Management. By Catheryn Seckler-Hudson. 
American University, 1945. Pp. 248. $2.00. 

It is more urgent than in the case of the “units” of this mimeographed sym- 
posium issued earlier’ that the serious student of government and particularly 
of its fiscal aspects should become acquainted with the literature assembled in 
these 248 pages. Most of the discussions have been made public before, but in 
the main only as news releases. Most of them were originally prepared by, and 
they are now published with the permission of, the United States Bureau of the 
Budget. 

This “unit” seeks to explain the use of the budget for planning and manage- 
ment, as distinguished from purely fiscal, purposes; to present illustrative case 
studies; and to show how the various divisions of the Federal Bureau of the 
Budget contribute to the larger objective. The volume is unusually successful 
in the employment of a symposium to develop a symmetrical picture of compli- 
cated subject matter. Much of the achievement stems from the high quality 
of the original papers, but the editor is to be congratulated on her success espe- 
cially in giving the reader a sense of order and of continuous freshness. 

In the aggregate, the papers in the six units now available for use probably 
represent the greatest American contribution to budgetary thinking yet pub- 
lished. 

Bureau of Business Research James W. Martin 

University of Kentucky 


Demobilization of Wartime Economic Controls. By John Maurice Clark. New 

York: McGraw-Hill Book Company, Inc., 1944. Pp. 218. $1.75. 

This volume is the third of a series of economic studies currently being pub- 
lished under the sponsorship of the C.E.D. The general economic viewpoint 
from which it is written is indicated in the preface where the author in effect 
states that our goal should be an economy that achieves “ample employment 


1¥For the present reviewer’s estimate of the five volumes first published, see Southern 
Economic Review, January, 1945, 276-277. 
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under a voluntary system in which the government and private activities play 
complementary roles’’. 

The book is concerned chiefly with the problem of demobilizing our special 
wartime controls on production, prices and wages, in a way that will be most 
conducive to the accomplishment of this purpose during the near term and in 
the long pull. The reviewer has attempted to summarize some of the main 
ideas of the book in the following paragraphs. 

After the last war our haphazard reconversion had serious immediate and 
ultimate consequences, even though economically speaking, our war effort on a 
percentage basis had been only about one half as great as it has been during the 
current war. We must therefore plan reconversion carefully this time as mud- 
dling may bring catastrophe. In this planning, two periods seem of particular 
importance: (1) the period from the defeat of Germany until the collapse of Japan 
and (2) the period from the collapse of Japan until the completion of reconver- 
s1on. 

During the first period it seems probable that some change-over to civilian 
production may be possible without any interference with the prosecution of the 
war against Japan. But where it is decided to relax or abolish certain particular 
restrictions, this action should be tentative, and the mechanisms for re-establish- 
ment of such controls should be maintained so that the regulations can be quickly 
reimposed if this should seem desirable. Asa matter of fact, tentative relaxation 
or tentative abolition of restrictions with a policy of watchfulness should be 
general policy in both demobilization periods. In releasing plants and com- 
panies for the production of civilian goods during the first period 


equity as between producers must not be sought exclusively by granting quotas based on 
prewar output, since in many cases this would be both inequitable and inefficient. Vari- 
ous methods must be used, adapted to conditions and including concentration of produc- 
tion and use of war or prewar models to reduce the advantage of those who get the earliest 
start. Other things being equal, it is proper to give preference to: (1) the government’s 
natural desire to keep efficient plants at war work; (2) early release of small and moderate- 
sized producers; (3) early release of plants which have been converted from civilian 
production and can be converted back again, as against plants built for war work; (4) 
simultaneous release of all producers in small industries, where this can be done without 
interfering with the war effort; (5) early release of industries in which postwar price 
control would be peculiarly difficult during the interval while supply is catching up with 
demand. 


Reconversion after all hostilities have ceased should be as rapid as possible 
as the best of all controls is the speedy expansion of civilian production by com- 
peting producers. The chief objective of policy, therefore, should be ‘‘to remove 
any hindrances to production either on the side of incentive or on the side of 
resources and facilities’? and hence any controls that may be continued into the 
postwar, whether controls of production or price or other matters should be in 
harmony with this aim. For one thing, immediately after the final cessation of 
hostilities, it is highly important that there should be 


prompt settlement of contracts, adequate reconversion financing where private reserves 
are insufficient, and prompt disposal of such inventories of finished goods as can be 
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readily absorbed and of raw materials where no special policy questions arise. Disposal 
of plants by sale or lease should be as speedy as is consistent with due deliberation, wrong 
disposal being a serious matter. The outstanding objective is to leave industries in a 
healthy competitive situation. In particular cases, conflicts of regional interests in this 
country, military considerations, international policy, and conservation of resources may 
need to be weighed in determining ultimate disposition of plants. 


There should also be an immediate reform in the Federal tax structure ‘removing 
burdens to vigorous business enterprise,’ even though this should create a greater 
unbalance in the budget. 

Nevertheless, it is clear that all wartime economic controls should not be 
abolished automatically at the end of hostilities. Rationing of food and clothing 
will continue necessary to the extent that our resources continue to be drawn on 
by the rest of the world. Rationing of major durables will probably be needed 
for a considerable period. Comprehensive ceiling control should turn into se- 
lective control with ceilings liberal enough to stimulate production. We must 
prevent the development of artificial shortages in raw materials essential to 
industrial production such as might be caused by the accumulation of excessive 
inventories by some companies. This occurred after the last war. The pressure 
on businesses to hoard might be reduced by a governmental policy of maintaining 
large stock piles sufficient to supply producers in real need, but this approach 
might have to be supplemented by a temporary continuation of allocations. 

The last chapter of the book ‘‘Controls in Longer Perspective” does not deal, 
strictly speaking, with the demobilization problem, but is rather an analysis of 
long-term economic problems. In it Dr. Clark points out that governmental 
economic controls have in recent years been expanded far beyond mere police 
regulations and that the government has been becoming a positive economic 
agency ‘‘taking responsibility for repairing deficiencies in the energizing of eco- 
nomic activity as a whole” and that this must continue. Following in the 
Hobson-Keynes tradition, he comments on the full employment problem as 
follows: 


In the past, this country has never reached its highest points of consumption and 
employment, except at times when it was “borrowing from the future”, by crowding 
into one year the production of investment goods and durable products representing 
considerably more than one year’s normal demand for these things. 

This has two results. First, it makes a recession inevitable. Second, it means that 
we have never developed the volume of current consumption which is necessary to a 
full and balanced use of our productive resources: one in which investment goes on at 
the rate that long-run consumption will justify, and consumption goes on at the rate 
that warrants the investment. 


But a heavy reliance on continued deficit financing will not solve the problem 
permanently. If the unbalance in our economy exists “‘because people in com- 
fortable circumstances save more than the economy knows how to use, this 
unbalance is perpetuated and not cured if the government takes their savings 
and on them pays interest which is more than the use of the marginal savings 
is worth.” 
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While Dr. Clark is sure that our economy needs some stroug stimulus other 
than deficit spending, he does not state what he thinks it should be. He does 
believe that tax reform will help greatly and that ‘taxes may be perhaps so 
levied that they will support the large expenditures the government will have to 
make, without seriously limiting consumer spending or the incentives to business 
investment.” Perhaps his most important observation as to the necessary 
climate for the development of “ample employment under a voluntary system 
in which the government and private activities play complementary roles’’ is as 
follows: 


....We...have an economy of large interests and organized groups, which can block 
needed policies if they act with old-fashioned ruthlessnes.. This means that the most 
important kind of peacetime control we need to develop, raising it from something occa- 
sional and rudimentary to something general and powerful, is voluntary self-control in 
the adjusting of questions of joint concern. These might equally well be called ‘questions 
of conflicting interests” ; the difference lies not in the nature of the question but in whether 
the participant adopts an attitude of irresponsible and short-sighted self-interest, or an 
attitude of responsible and far-sighted teamwork. Irresponsible self-interest in eco- 
nomic affairs is as obsolete as the Stegosaurus. The changes of the past 75 years have 
made it so. There are only two things we can do about this: recognize it and act accord- 
ingly, or refuse to recognize it and take the consequences. 


It is the opinion of the reviewer that Dr. Clark has made an important con- 
tribution on the problem of reconversion. It is also believed that most readers 
will find the last chapter of great interest as a brief but clear statement on the 
ong-term problem of full employment by one of America’s leading economists. 

University of North Carolina JAMES M. WALLER 


Democracy under Pressure. By Stuart Chase. New York: Twentieth Century 

Fund, 1945. Pp. 142. $1.00. 

This is the fourth in a series of six reports on postwar problems which Mr. 
Chase is preparing for the Twentieth Century Fund. The subtitle of the volume, 
“Special Interests vs. the Public Welfare,” is indicative of its theme. It is a 
study of pressure groups in business, agriculture, and labor, and their influence 
on government. 

The growth of pressure groups is seen as an inevitable outgrowth of the con- 
lcentration of economic power which has been proceeding rapidly during the past 
several decades. The atomistic society of the Classical economists disappeared 
first in the business world; then, in self-defense, labor organized itself, and finally 
agriculture. At present in the United States, only the President and the ordinary 
citizen “look out for all of us,” and neither of these is in an advantageous position 
to do a good job. The problem which Mr. Chase sees is one of establishing an 
agency which will in fact devote its efforts to the general welfare. 

In his attempts to outline methods of achieving this end, and of curbing the 
power of special interest groups, Mr. Chase subscribes in general to the familiar 
recommendations concerning lobbies: registration, financial statements, publicity 
and so on. In addition, he suggests that government organize a system of 
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helping disadvantaged groups before they are forced to organize their own lobby, 
or, more sinisterly, before an outside group organizes a lobby which professes to 
be helpful, but which in reality uses the disadvantaged group as an entering 
wedge to power. The Farm Security Administration to help destitute farmers 
is cited as a good example of government-sponsored assistance. Organizations 
of consumer co-operatives, and methods of giving commercial interests “fair 
representation” within the government, are also suggested remedies. 

Holding that a prime cause of pressure groups is monopoly, Mr. Chase recom- 
mends an extensive program of study and regulation of monopoly. He does not 
fall into the error of condemning monopoly in general, but he maintains that 
each monopoly should be judged on its own merits. Those “which have no 
excuse for being except greed . . . can perhaps be broken up by Thurman Arnold’s 
type of sausage grinder, under the Sherman Act....’’ Monopolies which are 
“technologically justified ...can legally be regulated, like other activities 
affected with a public interest’. In concluding, the author states that ‘if a 
monopoly cannot be brought to serve the public interest by any of these regula- 
tory methods, then the government should take over full control”. The concept 
of the public interest which governs these unequivocal words is expressed in the 
syllogism, ‘‘Monopolies restrict output. Irresponsible restriction of output is 
intolerable in modern societies. Therefore monopolies must be controlled”’. 

This volume may well be read as a companion volume to Professor Hayek’s 
“Road to Serfdom’”. Superficially the authors take opposite views: Chase for 
planning, Hayek for wide freedom of enterprise. Closer examination, however, 
reveals no such sharp conflict. Hayek concedes that the question is not one of 
planning vs. no planning, but rather, is one of good planning vs. bad planning. 
By bad planning he means the type of overall planning which has been used in 
the totalitarian states to regulate every phase of the citizens’ lives. Hayek fears 
that without elaborate safeguards this is the ultimate end of all planning, but 
Chase tries to show how the planning may easily be kept within bounds which 
would probably not displease even Mr. Hayek. It may be said that Hayek 
approaches the problem negatively, and Chase approaches it positively. 

His final paragraph is a good summation of Mr. Chase’s position: 


Only in America will conditions be favorable for maintaining a wide area of free enter- 
prise, with planning confined to a few key points. We have the time, and the margin 
of national resources, to continue our institutions with a minimum of change . . . . provided 
the American people unite in a program to level out the business cycle, underwrite a high 
level of employment, and bring monopolies under control; which means, at bottom, 
provided the American people learn to discipline themselves. 


One will find little that is new in this report, but for the economist, as well as 
for the layman, especially for those who have been depressed by Hayek’s pros- 
pect, Chase’s book, written with the verve which characterizes all his work, will 
provide interesting reading. 

North Carolina State College Francis E. McVay 
University of North Carolina 
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The Economics of Labor. Volume III. Organized Labor. By Harry A. Millis 
and Royal E. Montgomery. New York: McGraw-Hill Book Company, 
1945. Pp. xiii, 930. $6.00. 


I 


The present volume completes the trilogy on the economics of labor on which 
Professors Millis and Montgomery began work a decade or more ago. The 
first volume Labor’s Progress and Some Basic Labor Problems, dealt with labor’s 
share in the fruits of economic progress; the second volume, Labor’s Risks and 
Social Insurance, was concerned with the principal socially insurable risks that 
wage earners face in modern industrial society. The volume under review 
traces the development of the labor movement in the United States, analyzes 
the major policies and practices reflected in collective bargaining, deals at some 
length with the settlement of labor disputes here and abroad, and discusses 
trade unionism and the law. There is also a relatively brief account of workers’ 
education and of certain other auxiliary forms of union activity; a final chapter 
deals with employee representation plans and independent unions. 

The three volumes taken together represent a substantial contribution to our 
knowledge of the status of wage earners in the United States and of the ways in 
which workers through their own organizations seek to enhance their standard 
of life and to protect their job equity in industry. The present volume benefits, 
notably in the chapters on collective bargaining, from the long and fruitful ex- 
perience of Professor Millis in industrial relations. Professor Millis’ distin- 
guished service as chairman of the National Labor Relations Board and in other 
public capacities is also reflected in the volume. 

At the same time, the book is somewhat disappointing in its lack of challenge, 
and in its absence of fresh insight into the problems of labor and the labor move- 
ment. For example, the analysis of collective bargaining is predominantly in 
terms of craft union experience, and the different types of problems that fre- 
quently confront the relatively new industrial unions in the mass production 
industries are not adequately considered.! A conspicuous exception is found in 
the case of the garment unions. Again, there appears to be insufficient recogni- 
tion of the changing economic and social climate in which the organized labor 
movement functions. Although the importance of collective bargaining over 
terms of employment in the shop has not diminished, the range of problems of 
practical trade union concern has increased. Thus, the issue of public policy 
on employment is becoming of major interest to organized labor. 

Although, in the opinion of the reviewer, the book fails to break new ground, 
there is much solid material, well-organized and documented, to interest students 


1 A minor but interesting instance is the dismissal (pp. 407-408) of incentive wage systems 
other than piece-rate systems as unimportant in unionized industry. Actually, standard 
performance plans of one kind or another are fairly widespread in segments of industry 
organized during the past decade, and many unions (the United Electrical, Radio, and 
Machine Workers and the United Rubber Workers are examples) deal realistically with 
problems of wage determination presented by the use of such plans. It can be argued that 
standard performance plans, properly administered, are at least as favorable to the workers 
as straight piece-rate plans. 
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of the labor movement. This volume is not in the usual sense a textbook; the 
authors express the hope, however, ‘‘that the volume will not be without value 
as an instructional aid.” There are, in fact, very definite classroom uses to which 
the book can be put. 


II 


Approximately one-fourth of the volume is devoted to a history of the labor 
movement in this country. The chapters on trade-union history were the 
primary responsibility of Professor Montgomery. The story is carried through 
the 1930’s; except for a few passing references, the events during the early war 
years are not covered. : 

This account of the development of the American labor movement is mature 
and sophisticated. Changing ideological currents are handled with as much 
facility as changing membership figures. Although emphasis is placed upon 
more recent developments, there is a very excellent account of the nineteenth 
century strivings toward organization that culminated in a stable unionism with 
the rise of the American Federation of Labor. The authors have done a remark- 
ably good job in relating, within relatively narrow limits, the complex story of 
the early efforts of the workers to organize into unions and political parties. 
Much attention properly is given to the wide range of social ideas that found 
expression during this period. 

The power of the Knights of Labor had been broken by 1890, and from this 
year until 1936 the American Federation of Labor dominated the labor scene. 
The Federation experienced relatively steady expansion in membership and 
influence during the three decades ending in 1920. Many factors contributed to 
the decline in strength that began in 1921 and was not arrested until the advent 
of NRA. A clear account is given in Organized Labor of the play of forces, both 
external and internal, on the Federation during this period. 

The analysis of the great schism that produced the Congress of Industrial 
Organizations is carefully documented and will be accepted by most students of 
the labor movement. Perhaps more controversial is the equally careful account 
of the various unity negotiations between the A. F. of L. and the C.I.O. In 
the reviewer’s opinion, the authors show conclusively (pp. 215-218 and notes) 
that unity might have been achieved in the autumn of 1937 on a basis that 
would have preserved the organizational principles championed by the C. I. O. 
The failure came from the C. I. O. side and more specifically from Lewis. From 
this point and to the present time the split has widened. At least part of the 
tragedy of the present division resides in the fact, as the authors point out (p. 
317), that “basically the functional character of the two organizations is much 
the same. This is true with reference to the matters of wages and hours; the 
wage theory and economic assumptions of the C. I. O. are in substance those of 
the A. F. of L., and its objectives with reference to the here-and-now situation 
are much the same.” It is also pointed out (p. 319) that the differences between 
the two organizations in matters of political action and legislative programs are 
for the most part differences in degree and not in kind. 

There are but few critical comments that can be made on the historical narra- 











62 BOOK REVIEWS 


tive. One relates to the discussion of left-wing unionism. The authors may not 
have made sufficiently clear the differences between socialist activity within the 
Federation and the latter-day activity of the communists in both trade union 
bodies but more especially in the C. I. O. Prior to the first World War the 
socialists constituted a sort of official opposition within the Federation, and their 
activity undoubtedly served, on the whole, to stimulate its growth. There is 
need for the resurgence of an independent democratic labor radicalism if only to 
prod entrenched union leaderships. The communists cannot fulfill this function. 
They constitute an authoritarian power-group engaged in the mechanical ap- 
plication of a party line. This party line is marked by sharp and arbitrary shifts 
that have no necessary relation to the changing needs and interests of American 
workers. A second point is perhaps more important. There is no discussion 
in the volume of the relations of American labor with international trade union 
bodies. Such a discussion would have provided valuable background for the 
present period when these relationships are in a state of flux. 


iil 


The sections on the structure and government of trade unions and on what the 
authors call “trade union institutionalism’’—e. g., workers’ education, labor 
banks, sickness and other types of benefit plans—cover a wide range of materials. 
As in the historical chapters, attention is given, where appropriate, to ideology. 
An example is found in the discussion of workers’ education, where sharp diff- 
erences of opinion exist on purposes, content, methods, and control. The 
interesting story of the rise and fall of labor banking in the 1920’s is well-handled. 

With respect to union structure, the authors point out (p. 245, note) that 
“the organizational picture is now perhaps the weirdest in the world’s history.” 
The analysis of union structure is interwoven with an account of union govern- 
ment. The problem of the government of labor organization has aroused in- 
creasing interest in recent years. With the Extension of union control, the 
rights of individuals within the union, and the right of non-union workers to 
become members, become crucial in terms of job security. Myrdal points out, 
for example, that “with the power over employment opportunities increasingly 
held by the labor unions, the Negroes simply have to try to get into them in 
order not to be left out of employment.’” The right of unions to discipline mem- 
bers for cause is clear, but it is equally clear that fair and democratic procedures 
for handling disciplinary cases are essential. And internal democracy is also 
important in terms of the adjustment of policies and leadership to changed cir- 
cumstances.’ 


2 Gunnar Myrdal, An American Dilemma: The Negro Problem and Modern Democracy, 
II, p. 793. (New York: Harper & Brothers, 1944.) 

3 Many unions, of course, have adequate safeguards for the rights of individual members, 
conduct frequent and democratic elections, and do not practice discrimination in ad- 
mission to membership. The situation in some unions is mixed. Thus, the United Mine 
Workers on the whole has an excellent record with respect to the Negro, but its internal 
administration is not strikingly democratic. Recent interest in these matters is reflected 
in the American Civil Liberties Union investigation (Democracy in Trade Unions, 1943), 
and in Joel Seidman’s Union Rights and Union Duties (New York: Harcourt, Brace, 1943). 
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The various problems of union government are not pointed up as sharply as 
they might have been in the present volume. On the other hand, the discussion 
of union structure appears to be wholly adequate. 


IV 


The authors point out (p. 353) that “the demand for recognition and collective 
bargaining is not a demand for economic ends alone.”’ It means, or at least it 
can mean, the extension of democracy to industry and the achievement of status 
for workers in industry. There is probably a larger non-economic content to 
the insistence of workers on union recognition in many situations than appears 
on the surface. The economic aspects of collective bargaining are of signal 
importance, however, and deserve primary consideration. 

Professors Millis and Montgomery analyze the union theory of collective 
bargaining and deal with collective bargaining over wages and other cost ele- 
ments in relation to economic theory. In brief, they hold that the tendency for 
wages to equal marginal value product does not fully safeguard the wage interests 
of workers, and that there are many monopolistic elements in the demand for 
labor. Collective bargaining serves to correct disparities in bargaining strength, 
and helps to bring wages up to marginal value product in changing situations. 
Wages in particular situations can, of course, be forced above marginal value 
product, presumably with adverse effect on employment. ‘The subsequent dis- 
cussion of the economic effects of collective bargaining does not seem entirely 
satisfactory. Some of the generalizations on this matter seem unnecessarily 
sweeping. For instance, it is stated (p. 381) that “most unions increase the cost 
of living.” This would be difficult to prove conclusively; even the short-run 
effects of many collective bargaining agreements do not have this result. 

The discussion of union policies and practices includes consideration of the 
standard rate, hours of labor, technological changes, apprenticeship, rules on 
hiring, promotion, and discharge, restrictive policies with respect to output, 
and what has come to be called “union security.” 


5 


About two hundred pages of the volume are devoted to labor law, including 
the ill-considered War Labor Disputes Act of 1943. The discussion seems ex- 
cellent. Finally there is a substantial analysis of labor disputes and their settle- 
ment, including British, Canadian, and Australian experience, and a concluding 
chapter on employee-representation plans and independent unions. 

The general point of view of the authors on the importance and meaning of 
union organization may be summed up in their own words (p. 890): 


In the economic sphere, where lie the most immediate and continuous interests of the 
average person, trade unionism can contribute mightily in training for the democratic 
way. There is, in addition, the feeling engendered of “belonging” and of enhanced status 
stemming from individual membership and participation in the affairs of an active and 
successful union. In the greater emotional security resulting from group solidarity is 
to be found a truly important contribution to social stability and the maintenance of a 
democratic system. Trade unions are, moreover, one of the most important political 
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supports of democratic government. They have a stake in the perpetuation of a free- 
enterprise economy—the parallel in the industrial sphere of political democracy—and 
in the perpetuation of democratic processes . .. A well-organized, well-led and experienced 
trade union movement is an essential part of the foundation for that democracy in govern- 
ment in which we believe and to which we are pledged.” 


National War Labor Board H. M. Doury 


Excess Profits Taxation. By Kenneth James Curran. Washington: American 
Council on Public Affairs, 1943. Pp. viii, 203. Cloth, $3.50; paper, $3.00. 
This is a study of American experience with excess profits taxation. About 

three fourths of the book is devoted to an analysis of the excess profits tax levied 

during and immediately after World War I. After that there is a short discus- 
sion of the capital stock and declared value ercess profits taxes first levied in 

1933 and then one brief chapter which summarizes the present tax. A final 

chapter, headed significantly ‘In Retrospect”, is principally a syllabus of the 

preceding chapters; it is chiefly a restatement of points previously made. No 
general evaluation of the tax is attempted. 

The author has done a thorough and accurate job of tracing the course of the 
various laws and of summarizing their provisions. Considerable detail is given 
regarding the administration of the taxes. As must almost inevitably happen 
in such a study, the mass of detail becomes tedious and monotonous; the reader 
is threatened both with being bored and with becoming lost. In this study the 
author also includes numerous legislative, political, and administrative details 
which are not essential to the principal topic. He attempts few conclusions 
regarding the economic effects of the tax and his discussion of its fiscal aspects is 
brief and unsatisfactory. 

A careful reading of the book, however, affords much that is valuable as a 
background for the present excess profits tax. The general development of the 
two taxes—the one levied during World War I and the present one—had much 
in common and many of the same problems had to be met and dealt with. We 
find, for example, that the same arguments and tact!cs were used in both cases 
in efforts to obtain special concessions from Congress; that the representatives 
of the oil and gas interests were alert and successful in gaining valuable con- 
cessions for their groups in both instances; and that extensive relief provisions 
were necessary in both cases. There was even a rudimentary form of the 
carryback in the Revenue Act of 1918. The author’s discussion of the difficulties 
encountered under the invested capital method of computing tax credits (pp. 
127-30) is very good and applies in large measure to present-day conditions. 

No bibliography is included and footnote references to other works on the 
subject are sparse. With one minor exception, no reference is made to similar 
taxes in other countries. In general, the author’s handling of the detailed, tech- 
nical, legislative, and administrative aspects of the subject is good. On the 
other hand, he does not deal with the larger economic and political phases of 
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the problem. He does not develop any criteria for appraising the tax nor does 
he suggest where such criteria may be found. 
Duke University B. U. Ratcurorp 


Food for the World. Edited by Theodore W. Schultz. Chicago: University of 

Chicago Press, 1945. Pp. xi, 353. $3.75. 

It is undoubtedly true that obtaining food is the foremost problem of most of 
the people of the world: of the Asiatics because of the nature of their economy 
and physical environment; of Europeans because of the devastation of a war 
only recently concluded ; of Americans because of rationing and scarcity of certain 
food items. Not only is obtaining food a present problem: it is a long range 
problem, whose solution requires long-range vision and the use of logical methods 
which recognize the dynamics of both the problem and the solution. This book 
considers the long-range problem. 

Food for the World contains the 1944 Harris Foundation Lectures at the Uni- 
versity of Chicago on the general theme of ‘‘Food in International Relations’. 
It contains the results obtained by twenty-two authorities on nutrition, agricul- 
ture, population, and economics who concerned themselves with the problem of 
better food conditions for all countries. Each chapter from number one which 
gives a history of the food movement to number twenty-three which presents 
the ‘Basic Elements of an International Food Policy’ contributes to the under- 
standing of or the solution of the problem of food. 

When the problem of food supply began to be considered earnestly in the 
19th century, most of the reasoning followed that of Malthus and gloomy fore- 
casts were most frequently made. The principal consideration was the quantity 
of food available, and the question was frequently asked in this mode: The 
average annual consumption of wheat per capita in Country A today is 5 bushels. 
Can enough new land be brought into cultivation to provide each person in 
country A, whose population is steadily increasing, with 5 bushels of wheat fifty 
years hence? This question implies the existence of several conditions which 
may be untrue: that the population will continue to increase at the present rate; 
that diets will not change; that methods of agriculture will not change; and that 
the pattern of domestic and international economies will remain the same. In 
other words the assumption was that everything would remain static except the 
population which would increase. 

This was an incorrect use of a method of short-term analysis. Population 
increase of course is not a short-term phenomena, and a method of reasoning 
that considered everything except population to be static for Guneentiens was 
bound to lead to some erroneous if not fantastic conclusions. 

The modern approach to food problems, as exemplified in Food for the World, 
considers the qualitative as well as the quantitative aspect of the food supply. 
It brings into the picture considerations of nutrition and international trade; 
it considers calories instead of wheat; it recognizes the fact that a developed 
industrial economy which provides export commodities may be more imporvant 
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in providing food for a country than finding additional tillable acres; that the 
increased use of machines instead of work animals on farms decreases the number 
of acres needed for feed crops thus increasing the number of acres available for 
food crops. 

Some very real problems are wrestled with in this book: How can we combat 
poverty, the main cause of malnutrition? How can people be educated to choose 
diets that are nutritionally adequate? Can India, with its high birth rate and 
primitive agricultural methods, increase food supplies enough to improve the 
diet of its people? Will the United States, with its abundant agricultural land 
and advanced farming techniques, produce so much food that its agriculture will 
be chronically depressed? These are only a few of the basic questions which 
the twenty-two experts attempt to answer in this book. 

There are twenty-two different but clear styles in this book, which should be 
read by all who are interested in the question of adequate Food for the World. 

University of North Carolina Haroutp E. Kionrz 


International Monetary Co-operation. By George N. Halm. Chapel Hill: 
The University of North Carolina Press, 1945. Pp. viii, 526. $4.00. 
Professor Halm has written a gently persuasive volume “to support and 

recommend the (Bretton Woods) Agreement as a fine, well-balanced document 

which is moderate and progressive at the same time and whose position in the 
very center of differing viewpoints should be acceptable to all but the most 
extreme.” Naming “hard-money advocates” and ‘monetary nationalists” as 
his principal opponents, he argues that a “return to gold”’ is both unwise and 
impossible and that monetary nationalism is a very real, but a very undesirable 

alternative to the Bretton Woods program. Most of the book is devoted to a 

discussion of the International Monetary Fund, but a final chapter concerns the 

International Bank for Reconstruction and Development. 

To this reviewer, International Monetary Co-operation’s principal merits are 
its neat disposition of “hard-money” arguments, its insistence upon the necessity 
for compromise, and its performance of the difficult task of summarizing and 
clarifying the complicated provisions of the Bretton Woods Articles. Its prin- 
cipal weaknesses are its failure to meet squarely the arguments advanced by 
American economic isolationists and its espousal of a monetary theory of the 
business cycle which is highly controversial and apparently extraneous to the 
main issue. However, the volume’s 204 pages (without appendices) have such 
an abundance of content that a review should perhaps attempt to sum up parts 
of the book rather than the whole. In general, there are five parts: (1) general 
arguments for monetary co-operation and against attempted co-operation 
via the gold standard; (2) specific details of the International Monetary Fund 
and of the earlier Keynes and White Plans; (3) consideration of “‘key-currency”’ 
and mohnetary-bloc proposals; (4) details of the International Bank for Recon- 
struction and Development; and (5) appendices giving verbatim the White and 
Keynes Plans, the Joint Statement by Experts, and the Bretton Woods Articles 
of Agreement. In a sense, however, the section on key currencies and monetary 
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blocs is an extension of the earlier argument for international co-operation via 
the Fund, and will so be considered below. 

In the course of this argument (Chapters I-IV plus Chapter XII) Professor 
Halm more successfully disposes of his hard-money opponents than of his 
nationalist antagonists. Evidence presented to demonstrate the impossibility 
of a “return to gold” is familiar but compelling, even though Chapters IT and 
ITI let off the gold advocates too lightly. For example, there is the forbearance 
from spotlighting the absurd position of those who complain that the Fund 
would exchange valuable American goods for “‘worthless’’ foreign currency, yet 
who are anxious to exchange the same goods for equally worthless (or valuable) 
gold. Likewise, there is the unnecessary concession that flexibility of costs and 
prices would have made the post-1929 deflation less disastrous. This latter, 
like the statement (page 29) that the post-1929 depression in the United States 
was largely caused by cheap money, is an example of the controversial and 
seemingly extraneous analysis mentioned above. 

Arguments directed against monetary nationalism are chiefly of a general, 
internationalist nature, and when they are applied to a specific country, they are 
usually applied to England. The reasons for this are probably that the gold- 
standard advocates are the most numerous opponents of Bretton Woods in this 
country, and that in England opposition comes chiefly from the side of monetary 
nationalism. However, editorials, speeches, and polls give evidence of a mount- 
ing nationalism in the United States, and it is a pity that International Monetary 
Co-operation does not squarely meet the arguments of those who are familiar 
with the advantages of multilateral exchange and with the connection between 
economic and political international co-operation, yet who argue that, because 
of the United States’ peculiar position in world trade, because of the advantages 
of “‘planning’’, or because of an international atmosphere of ineradicable distrust, 
this country cannot gain through participation in an international economic 
order. Likewise, Professor Halm’s arguments for Britain’s adherence to the 
Fund are perhaps weakened by the inclusion of a controversial business cycle 
theory along with the reasons which prompt the support of such economists as 
Keynes. : 

The second and largest part of the book, that dealing with specific provisions 
of the International Monetary Fund and of the Keynes and White Plans, 
(Chapters V—XI), serves a useful purpose in summarizing and clarifying a 
complicated and cryptically written set of papers. Even so, it is the most 
difficult part of the volume to follow; many of the complications of the original 
remain in the commentary. This, however, is not said in criticism of the author; 
only a rare literary talent can translate most official phraseology into clear and 
uninvolved English—as the reviewer has discovered to his chagrin. And 
throughout this entire section the author is burdened not only with the task 
of summarizing and clarifying some very complicated provisions, but also with 
that of presenting and answering the various objections that have been raised. 

Among subjects discussed are: exchange rates, the role of gold, contribution- 
quotas, rights and duties of debtors and creditors, and the danger of overexpan- 
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sion. Particular attention is paid to two thorny problems: the often expressed 
fear in this country that the Fund is a device to milk creditors, and the rather 
different suspicion in Britain that the Fund will hinder domestic programs 
necessary for full employment. An amusing side-picture (pages 152-53) is 
that of communistic—and gold-producing—Russia as a backer of a Fund which 
guarantees continued export-value of Soviet gold. Chapter IX includes a 
lengthy argument with Keynes over expansionism and again inserts contro- 
versial and probably unnecessary theory. 

The last chapter is that concerning the International Bank for Reconstruction 
and Development. Since the volume was completed before a recent proposal 
to scrap the Fund and reorganize the Bank so as to give it some of the Fund’s 
powers, Professor Halm does not discuss this proposal. He does, however, 
strongly emphasize the different natures of the functions assigned the two in- 
stitutions, and then points out that capable administration of the Bank is essen- 
tial to successful functioning of the Fund. 

All in all, in spite of omissions, difficult passages and seemingly extraneous 
theory, International Monetary Co-operation is a persuasive argument for its title- 
subject. The author might well have closed with a passage appearing in the 
first chapter: ““Nobody will agree with every detail of a compromise and many 
may be our misgivings. But... concerted effort, good will, and the democratic 
process by which the Agreement has been arrived at are in themselves already a 
great accomplishment. 

LIEUTENANT Henry M. Otiver, Jr., USNR 


[The above expression of opinion is solely that of the reviewer, and does not in any way 
represent opinion of the United States Navy.] 


Japan: A Physical, Cultural and Regional Geography. By Glenn Thomas 
Trewartha. Madison: The University of Wisconsin Press, 1945. Pp. xv, 
605. $5.00. 

This is a much enlarged and improved edition of Professor Trewartha’s pioneer 
Reconnaissance Geography of Japan published in 1934. Following a brief intro- 
duction which places Japan in the peculiarities of the Monsoon Region of south- 
east Asia with its hilly or mountainous land, heavy rains and leached-out soils, 
the book is divided into three parts of unequal length. 

The first of these deals with general physical geography and resources and 
contains 120 pages. These give with numerous maps, charts and photographs, 
a vivid picture of Japan’s physical features and resources. The great variety 
and complexity of soil structures due to floods, volcanic eruptions and earth- 
quakes, together with the paucity of good agricultural land and minerals, is 
especially striking. 

Part two also deals with the entire country and gives a somewhat longer but 
still relatively brief (180 pages) account of cultural features. These are pri- 
marily economic, the titles being ‘‘Population and Culture’, “Settlements and 
Houses”, “Agriculture and Fishing”, “Manufacturing”, and ‘(Communications 
and Trade’. There is a considerable amount of pertinent historical and inter- 
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pretational material in each chapter. The chapters on “Population” and “Set- 
tlements and Houses” are remarkably good. The descriptions of lesser settle- 
ments, towns and cities and their relation to geography are especially suggestive 
and such material is made more fully and more readily available than ever before. 

All these largely economic chapteis are ‘‘meaty” and lay an excellent founda- 
tion for special study of Japan’s economic history and her modern economic 
problems. Transportation matters are well suited for geographical presenta- 
tion, but the section on Trade is more nearly stereotyped and that subject is 
perhaps less effectively treated than any other. 

The last part is the longest of the three (255 pages) and is far the most detailed 
presentation which English readers have seen of the different geographical re- 
gions of Japan. As throughout, there is a profusion of maps, charts, photo- 
graphs and statistics, all used with great skill to give close-up views and explana- 
tions of life in the different special regions of which Japan is composed. Ac- 
companying this is a great variety of pointed comment on various aspects of 
Japanese history and culture; and the geographical terminology is not too 
technical for the general reader. 

This book provides much the best foundation yet published for a study of 
Japan in the modern world, political, economic or social. Presenting the life of 
the Japanese around its geographical and resource center, this book gives to 
thoughtful Americans, whose own resources per family are so many times more 
abundant, a better chance than any earlier publication to begin to fathom the 
tragic gulf that separates the two nations. 

The Department of State D. H. BucHanan 

Washington, D. C. 


Lumber and Labor. By Vernon H. Jensen. New York: Farrar and Rinehart, 

Inc., 1945. Pp. x, 314. $3.00. 

Lumber and Labor is not only a story of labor organizations in the lumber 
industry but is an economic study of the industry as well. The romance of the 
lumberjacks has been combined with the comradeship of the labor movement 
by Vernon H. Jensen in this latest book in the series ‘Labor in Twentieth Cen- 
tury America.” In the editor’s foreword, the following statement appears: “A 
definitive history of the men and women who have worked for a living in the 
nation’s major fields of production since the United States has been industrialized 
still remains to be written. The ‘Labor in Twentieth Century America’ series 
has been undertaken to facilitate the fulfillment of this task for the period of the 
present century.’’ All will agree that this task in the lumber industry would 
require a literary Paul Bunyan. The editors found their Bunyan in Dr. Jensen. 

Even a casual reading of the book will convince the reader that we must quit 
mining our timber resources and instead embark on a program of real forest 
conservation. Dr. Jensen very ably points out that not only have the forests 
of this country been mined but that the people who work in the industry have 
also been mined. It would be hard to find an industry in which both the natural 
resources of the country and its manpower engaged in that industry, have been 
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so depleted as in the lumber industry. A careful study of the book will convince 
the reader that the day of booms in the lumber industry is a thing of the past. 
The industry must be converted to small operations, set up on a year-round 
basis rather than on a seasonal basis and we must replant our forests and harvest 
them on the same principle that we operate our farms and orchards. The waste 
of manpower in seasonal operations within the lumber industry almost equals 
the terrific waste of natural resources. 

Dr. Jensen very ably traces the history of organization of labor within the 
industry from the early days on the Pacific west coast, the Great Lakes region 
and the southern part of the United States. His treatment of The Industrial 
Workers of the World, the so-called ‘“‘Wobblies” is fascinating. He points out 
the real necessity for strong industrial, rather than craft and sectional, unions 
in the industry on the Pacific coast. What he has to say about organizational 
problems on the west coast applies also to other lumber-producing regions in 
this country. 

Dr. Jensen points out that one of the greatest evils in the lumber industry 
has been the ease with which so-called ‘“peckerwood” mills open and close. 
Industry-wide organization by a labor organization would go a long way toward 
curing the trouble caused in the industry by irresponsible operators who cut 
wages and then force cuts in the price structure. In the writer’s opinion, unless 
the industry is thoroughly unionized, the employers will soon find themselves in 
the same boat as the owners of cotton gins find themselves. Thorough unioniza- 
tion in any industry forces more modern management and financing methods; 
with unionization it becomes impossible to cut wages on the spur of the moment. 

The decentralization of the lumber industry which the reviewer believes to be 
inevitable will make the problem of the unions in that industry more difficult, 
since it is manifestly more difficult to organize small, isolated operations. How- 
ever, the unions in the fruit, vegetable and other agricultural fields have managed 
to solve that problem fairly well. Because of the seasonal nature of those 
industries, however, the unions have had to adopt a more militant course of 
conduct than the unions dealing with heavy, stationary industry. This means, 
of course, that the course of labor relations in the lumber industry in the future 
will run to a great extent as it has in the past, through stormy weather. 

The book is well worth reading. The first few chapters will not appeal to the 
casual reader, but the later chapters are absorbingly interesting. 

Fourth Regional War Pau L. StyLEs 

Labor Board 


Money and the Law. Proceedings of The Institute on Money and the Law, 
1945. New York: N. Y. University School of Law, 1945. Pp. viii, 159. 
$2.50. 

This volume—a supplement of the New York University Law Quarterly Re- 
view—contains the papers and an interview offered on the occasion of the In- 
stitute on Money and the Law. For this purpose the New York University 
School of Law and the Economists’ National Committee on Monetary Policy 
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joined forces on January 15-16, 1945. The addresses presented cover monetary 
events and features that occurred in this country as a by-product of the war. 
Some of these items refer to the additional issuance of Federal Reserve Bank 
Notes, the silver situation and the temporary establishment of Military Currency. 
Other issues are of more fundamental significance; for instance the meaning of 
legal tender and lawful money with regard to the admittance of certain kinds of 
currency as monetary reserves. The greatest accent in the selection of topics has 
been placed on objectives and methods of future international monetary organiza- 
tion and management, that is to say on the Bretton Woods agreement and its 
general economic and spiritual background. As can easily be anticipated, partic- 
ularly the contributions to these propositions display conflicting views in the 
consideration of the most urgent and challenging task our monetary policy has 
to face. 
University of North Carolina Franz GUTMANN 


Report of the Commission to Study the Sales and Use Tax, To the Governor and 
the General Assembly of Virginia, Senate Document No. 2. Richmond: 
Division of Purchase and Printing, 1945. 

This report deals with the question of how Virginia may best increase its 
annual State revenue by some 15 million dollars during the postwar years to 
come. The additional revenue is considered necessary to finance the full pro- 
gram of expenditures widely regarded as essential for public schools, public 
health, public welfare, and other purposes. The report emanates from a Com- 
mission of seven, consisting of two members of the Virginia Senate, three mem- 
bers of the House of Delegates, the State Tax Commissioner, C. H. Morrissett, 
and Professor Tipton R. Snavely of the University of Virginia, who served as 
Chairman. The nationally recognized competence of Messrs. Morrissett and 
Snavely in the field of state and local finance lends added weight to the Com- 
mission’s recommendations. 

Virginia at the present time probably has a lower overall state and local tax 
burden than any other state in the southeastern region. This is mainly because 
it has a higher per capita income than any other southeastern state except 
Florida. Its low tax burden is also due in part to its low ratio of children of 
school age in comparison with most of its Southern neighbors. Moreover, in 
relation to its taxable capacity Virginia has kept its expenditures for public 
services somewhat below the national average. As a result of this combination 
of circumstances, Virginia has not as yet found it necessary to resort to a sales 
tax. Its income tax rates both for individuals and corporations are relatively 
moderate; and its effective rates of local property taxation are among the lowest 
in the entire nation. 

The Commission rejects the retail sales tax as a primary means of raising the 
required new state revenue. In view of the burdensomeness of this tax on the 
lower income groups, it takes the stand that the sales tax should be utilized only 
after the revenue potentialities of less regressive types of taxation have been 
more fully exploited. It accordingly recommends that the corporation income 
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tax be raised from its present rate of 3 per cent to a rate of 5 per cent. It recom- 
mends further that the maximum rate of the individual income tax on incomes 
above $5,000 be likewise raised from 3 per cent to 5 per cent. These two changes 
together with increases in gross receipts taxes on public service companies and 
in license taxes on retail merchants are expected, under present levels of national 
income payments, to yield some 8 million dollars of additional revenue. To 
the extent that further revenue is needed, the Commission believes that recourse 
must be had to a general sales tax. 

In the event that a sales tax should be found necessary, the Commission recom- 
mends that it be enacted in the form of a general retail sales and use tax at a rate 
not to exceed 2 per cent. Localities should receive not exceeding 20 per cent of 
total collections, and retailers should be allowed to retain not more than 3 per 
cent of the proceeds to cover cost of collection. 

Virginia is in a better position than most Southern states to get along without 
a sales tax. Nevertheless, the Commission’s recommendation to raise income 
taxes more nearly to the level of neighboring states and to use the sales tax only 
as a last resort, required courage as well as devotion to democratic ideals of 
taxation. The Commission’s recommendation on this crucial point will win 
special praise from those who believe that a high level of mass consumption is 
necessary to a high level of employment and income. 

University of North Carolina CLARENCE HEER 


Taxes Without Tears. By Donald Bailey Marsh. Lancaster, Pa.: The Jaques 

Cattell Press, 1945. Pp. 207. $2.50. 

The purpose of the author is to analyze certain basic problems “‘in a way that 
makes them understandable to reasonably well-educated people who are laymen 
in economics’. The three closely related problems selected for analysis are: 
(1) the attainment of full employment, (2) the elimination or control of monop- 
oly, and (3) the attainment of the most economically desirable degree of equality 
in income distribution. It is assumed that private enterprise will continue to 
be the most important sector of the economy. 

Although non-fiscal policies are stated and considered, major attention is 
devoted to fiscal policy, including taxation, public spending and debt policies. 
The conclusions, as admitted by the author, are in agreement with the principles 
of ‘functional finance”’, as expounded by A. P. Lerner and others. Specifically, 
he believes that both a flexible Federal budget and a flexible tax system are es- 
sential for a cure of general unemployment, if the price system and private enter- 
prise are to be retained. Instead of a balanced budget we should have “deficit 
financing when private investment falters and total expenditure tends to fall 
below the full-employment level: and . . . surplus financing, to prevent inflation, 
if total expenditure tends to rise above it”. Taxes should also be flexible; busi- 
ness taxes (and subsidies) might be adjusted so as to increase private investment ; 
and a flexible spendings tax, and on occasions, a tax on unspent savings, might 
be used to check or stimulate spending. 

Monopoly is analyzed chiefly as a case of misallocation of resources, and as a 
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failure to attain the highest economic welfare of the citizens. It is suggested 
that the remedy in some cases should be government ownership; that in others, 
a more positive type of regulation is called for. Where technological conditions 
favor large scale production and a high degree of monopoly, it is suggested that 
a subsidy be granted to induce the monopolist to expand output to the point 
at which marginal costs would equal marginal receipts (plus subsidy). A sub- 
stantial part of monopoly profits could then be taken by imposition of a lump- 
sum tax, without restricting output. 

In his analysis of income distribution the author points out that the basic 
causes of inequality are differences in talent and skill, and differences in accumu- 
lation of material wealth, which in turn tend to be perpetuated by our system of 
inheritance. The chief economic effect of unequal distribution is that a lower 
proportion of the total income is devoted to consumption, and a higher propor- 
tion to savings. Following his analysis of progressive income taxes, and various 
possible concessions to or penalties on investment income, the author concludes 
that heavy inheritance taxes would probably be most effective in securing the 
desired degree of equality with the least restrictive effects on decisions to work 
or invest. 

Although this review has dealt chiefly with the recommendations advanced 
by the author, it is believed that most readers will be more interested in the 
judicious analyses of the problems and alternative methods of dealing with them 
than in the specific recommendations. The tone of the book is temperate and 
well-balanced throughout. 

University of Tennessee Cuartes P. WHITE 


Tin Under Control. By K. E. Knorr. Stanford University, California: Food 
Research Institute, 1945. Pp. xi, 314. Appendix Tables, Index. $3.00. 
The Food Research Institute of Stanford University has been carrying on an 

extensive program of research on international commodity agreements and has 

already published four volumes on marine resources, tea, coffee, and petroleum. 

Tin Under Control, the fifth in this series, deals with a commodity that is of prime 

importance in world trade and therefore deserves careful consideration. At a 

time when so miich attention is focused on the international economy and when 

so much speculation circulates concerning the postwar prospects of international 
trade, it is a particular pleasure to be able to recommend a book that offers 
valuable information and provocative ideas on the marketing of one product. 

The author of this volume, Klaus E. Knorr, surveys the significant aspectsof 
the tin industry and of the operation of the international tin-marketing controls 
set up in the period between the two world wars. The book opens with a brief 
but concise explanation of the character and uses of tin. Then follows an 
analysis of the tin market with reference to demand, production, trade and 
supply. 

The major part of the volume is concerned with the functioning of the Inter- 

national Control Scheme (ITCS) established by government agreements in 1931 

and renewed from time to time. The four governments of the Federated Malay 
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States, the Netherlands Indies, Nigeria and Bolivia were the signatories. Later 
on, Thailand, French Indo-China, and the Belgian Congo joined. The agree- 
ment made in 1942 is still in force, although, since the occupation of the principal 
tin-producing countries by Japan, its importance is only nominal. This market- 
ing control was administered by the International Tin Committee (ITC) com- 
posed of delegates appointed by the member governments. It should be em- 
phasized, however, that private organizations, especially the Tin Producers’ 
Association, played a prominent role in the scheme and exerted strong influence 
on policies. For this and other reasons, the tin scheme has been regarded as a 
blend of private and public control, rather than as a purely governmental set-up. 

Five chapters are devoted to a detailed description of the establishment and 
workings of the International Tin Control Scheme. Two chapters are concen- 
trated on an appraisal of the policies and experience of the ITCS and the Buffer 
Stock Schemes. Although the reader will probably not concur with all of Mr. 
Knorr’s interpretations, it must be conceded that the author builds up a strong 
case for his conclusion that the “all-round social utility of the ITCS must be 
firmly denied.”” He admits that tin control was a success from the producers’ 
point of view because it “‘saved the industry” during the early thirties and be- 
cause it pushed tin prices to very profitable levels. 

The author’s most outspoken criticism is directed against the price policies of 
the ITCS. The main objective of the scheme as stated in the agreement was 
“to secure a fair and reasonable equilibrium between production and consump- 
tion with the view of preventing rapid and severe oscillations of price.”” At 
various times after 1931, in order to attain a ‘‘stable”’ price tin producers resorted 
to the use of buffer stocks as auxiliary mechanisms to the output and quota 
restrictions, which proved slow and cumbersome. The first buffer stock scheme 
was manipulated privately but later ones wer> administered by the International 
Tin Committee. Mr. Knorr does not share the view of the tin producers and 
some others who assert that the buffer stock schemes substantially lessened price 
fluctuations. Indeed, Mr. Knorr inclines to the opinion that these schemes were 
designed primarily to attain very high prices and that tin control in general had 
price-unsettling tendencies and worked for “‘excessive”’ prices also. 

Economists and others interested in collective marketing controls have fre- 
quently discussed the systems of consumer representation introduced into some 
of the international commodity controls, notably those of tin and rubber. In 
1934, the International Tin Committee invited two representatives of consumers 
(industrial consumers) to serve in an advisory capacity. A Consumer’s Panel 
was formally provided for in the International Tin Control Scheme of 1937. . By 
this plan two delegates were to be chosen from the two largest tin-consuming 
countries, namely, the United States and Great Britain. According to the 1942 
agreement, the advisory group was enlarged to three members, of whom two 
were to represent the United States (one was to be a governmental appointee) 
and a third to represent consumers outside the United States. The function of 
consumer delegates was defined in the 1937 agreement and consisted of attending 
meetings and tendering advice to the ITC on world stocks and consumption. 
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The effectiveness of consumer representation has often been questioned. Un- 
fortunately, not much is known concerning the representatives who participated 
for consumers, the advice they offered etc. as a matter of public record. Mr. 
Knorr ventures the opinion that no adequate protection to consumers was given 
by these representatives. He points out that important decisions could be 
taken by the ITC without a meeting at all or could be made informally prior to 
a meeting. He objects particularly, as other critics have, to the fact that 
consumer representatives were granted no formal voting rights and no real 
influence over policy determination. Others maintain, to the contrary, that, 
since consumer representatives do not bear the financial risks arising from price 
and quota decisions, it would be unfair and impractical to permit them to vote. 
One is reminded of some of the debates at the San Francisco Conference concern- 
ing the powers of the Security Council. It has been suggested that the United 
States government was asked to appoint an advisory member not just to represent 
the ultimate consumer but to still the many protests against tin policies made 
by the government in the past. It is generally agreed that public officials should 
be better able to represent divergent interests of various consumer groups than 
private persons. There was no experience with such representation because 
of war conditions. 

In the last three chapters, Mr. Knorr surveys the prospects of the postwar tin 
demand and of international marketing schemes. He assumes quite naturally 
that plans for a postwar marketing scheme similar to controls preceding the 
war are being made by the tin producers. He disapproves of any proposals 
which would establish market controls like the former ones and makes several 
interesting suggestions concerning possible tin developments. 

The author discusses the possible future of the Texas smelter built by the 
United States government to process tin concentrates chiefly from Bolivia during 
the war after the great smelters of the East and Holland were seized by the 
Japanese and Germans. 

The value of this treatise is greatly enhanced by the tables and charts appear- 
ing in the appendix. It is regrettable that the various tin agreements were not 
reprinted in this volume for the convenience of the reader. There is a great 
deal of usable source material accompanied by keen and penetrating analyses 
in this volume for political scientists, economists, government officials and all 
who are interested in studying a particular collective marketing control. 

Chapel Hill, North Carolina ADELAIDE WALTERS 


Tomorrow’s Business. By Beardsley Ruml. New York: Farrar and Rinehart 

Inc., 1945. Pp. 238. $2.50. 

Tomorrow’s Business by Beardsley Ruml is a study concerned with the place 
of business in the development and maintenance of human freedom. The area 
of business is so all-pervasive that it touches the life of everyone. The way 
business is conducted therefore determines to a considerable extent the degree 
of freedom enjoyed by the people. Freedom, Mr. Rum! states, “‘is a condition 
in which people can realize with reasonable completeness the potentialities that 
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are inherent in their capacities as individuals.” This requires that people must 
be enlightened, that disease and ignorance be reduced to the lowest possible 
minimum, and that order and rules must be maintained within which the in- 
dividual has “the opportunity for responsible choice, for making the decisions 
through which the unfolding of the personality can in fact be achieved.’”’ The 
rules must be set up with the consent of the governed. Mr. Ruml, of course, 
recognizes the state with its political units as the chief institution of government, 
but such private agencies as the church, the family, the trade union, and business 
have a large share in governing the people through the rules and decisions they 
make. Public government in the United States is definitely expected to main- 
tain a framework within which personal rights are protected and are not infringed 
upon by the rule-making of private agencies. Human freedom isa relative rather 
than an absolute status. Ideal freedom is a goal toward which mankind has 
struggled through the centuries and the march toward realizing it in ever greater 
measure will continue into the indefinite future. 

In order that he may portray the rule-making of business and develop ways 
and means for improving such rule-making in the interest of those governed— 
the stockholder, the vendor or supplier, the customer, and employee—Mr. 
Ruml analyzes the structure of business, its functions and its motives or incen- 
tives. This constitutes the second part of his book. The final part is devoted 
to an analysis of the relationship of governmental monetary and fiscal policy to 
business with a view to determining what measures are necessary to hold business 
activity on a more even keel than it has assumed in the past. In addition, he 
points to the construction industry as a basic form of business which affects 
every other business and which must therefore be regulated by the government 
in considerable detail. 

The location of authority or power to make the rules that govern the various 
parties Mr. Ruml finds in practice to be the executive committee for the most 
part. The stockholders elect directors nominated by the existing board of 
directors which in turn elects the executive committee. This committee in small 
companies has a voting majority of the board, it meets frequently, is in touch 
with all problems affecting stockholders, employees, customers and vendors 
supplying materials, and therefore makes rules governing them. The interests 
of the four parties are found to be identical in so far as the benefits of efficient 
management are concerned but there is at the same time a conflict of interest 
among the parties at any given level of activity. Proposals to give the various 
parties more adequate representation on the board of directors are considered, 
but the conclusion is reached that a small beginning should be made on a trial 
basis. Mr. Ruml suggests that as a first step, one director elected in the usual 
manner be assigned the duty of serving as “‘trustee’”’ for one of the interested 
parties other than stockholders. Sufficient compensation to motivate interest 
in the task would have to be provided. If the plan works out satisfactorily it 
could be extended to apply to all the parties. Such a plan could result in bring- 
ing before the deliberations of the board the interests of the employees and 
customers in a more complete manner than at present, and thus serve to create 
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an enlightened self-interest in business management, but it could not force a 
change in an unyielding view as to the distribution of profits. 

Mr. Rum states the purpose or end of business to be the production of goods 
and services, the employment of people and the investment of savings. Com- 
pensation and profits are recognized as “directive energizers.”” He comes to 
the conclusion that whan a business operates “‘(1) within the law, (2) under com- 
petitive enterprise, (3) without public subsidy, or (4) without public protection 
of exclusivity,...there should be no limitation on the amount of profits, ... be- 
cause the greater the profits the greater the service.” The compensation of 
management should include a share of the profits made so as to create the atti- 
tude of ownership, but to secure the talent capable of rendering the largest 
possible services to society, regular managerial salaries must be high. 

The irregularity in the flow of purchasing power brings about interruptions in 
business activity. This occurs because the flow of purchasing power has an 
inherent tendency to come to rest. While in motion it tends to pass out of the 
hands of those who have to spend and into the possession of those who are 
strong. A contributing factor of fluctuations of business activity is the lending 
function of the banks which at times creates additional purchasing power and 
at other times contracts it. To minimize this disturbing influence it is recom- 
mended that the government pursue a monetary and fiscal policy that aims to 
maintain the flow of purchasing power. This requires regulation of banking, 
the guarantee of bank deposits and other corrective measures enabling home- 
owners, farmers and businessmen to meet their loans. It requires also that the 
chief form of Federal tax be the progressive individual income tax because it 
has less influence in reducing the flow of purchasing power than the sales tax 
and corporation taxes. Corporation taxes are all bad in their effect upon busi- 
ness, but in practice they cannot be entirely abandoned. The manner of bor- 
bowing by the Treasury whether from the banks or the people directly, likewise 
must be carefully controlled and must be properly timed with the requirements 
of purchasing power. The management of the national debt in postwar years 
in such a manner that interest payments and amortization will not be a depress- 
ing influence on the level of business activity, Mr. Ruml poses as a problem of 
far-reaching importance. 

The use of public works as a means of stabilizing business activity, Mr. Ruml 
says, is of no value unless it is properly timed and aimed at stabilizing the con- 
struction industry. This industry would have to be regionally controlled and 
regulated in considerable detail. Even “entry into the industry by workers 
would have to be limited,’’ not by the union or the management but by a Federal 
commission. 

Many champions of free enterprise and of human freedom in general can go 
along with much of the planning suggested by Mr. Ruml. Much of it has already 
been accepted by conservative economists as necessary to create an environment 
within which men can be free. It would seem, however, that the extensive 
regulation proposed for the construction industry might well be the beginning 
of totalitarianism or a step along ‘‘the road to serfdom.”’ It raises the question 
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whether free enterprise is not more secure when business is properly protected 
against monopoly and against destructive tactics of both management and 
labor, when it is supported with certain monetary and fiscal measures, and when 
it is accompanied by a satisfactory social insurance program, than when regula- 
tion extends to the restriction of choices of work by the individual. 

University of Kentucky Epwarp WIEsT 


The TV A: Lessons for International Applications. By Herman Finer. Mon- 
treal: International Labour Office, 1944. Pp. viii, 289. $2.00. 

It has been suggested that the process of international economic reconstruction 
after the most destructive war in history might well go further than currency 
revision, reciprocal adjustments of trade barriers and the customary loans to 
war-torn countries. It is Herman Finer’s suggestion in this study for the 
International Labour Office that the program might include the setting up of 
international authorites for the development and reconstruction of backward 
and wasted areas—in short, a TVA for the Danube Valley, the River Jordan 
or the Yangtze Kiang Valley. 

Our own times have witnessed a rapid growth of governmental planning, un- 
heralded in any former period. Nevertheless the point can be made, in spite 
of recent warnings of the road to serfdom inherent in planning, that the TVA’s 
approach to the creation of wealth and welfare is capable of statement in terms 
that are familiar to readers of the Wealth of Nations. Adam Smith wrote in 
1776: 


According to the system of natural liberty the sovereign has only three duties to attend 
to; three duties of great importance indeed, but plain and intelligible to the common 
understanding ....and thirdly, the duty of erecting and maintaining certain public 
works and certain public institutions which it can never be for the interest of any in- 
dividual or small number of individuals to erect and maintain; because the profits could 
never repay- the expense to any individual or small number of individuals, though it may 
frequently do much more than repay it to a great society. (Book IV, Chapter IX). 


Since this approach to economic rehabilitation lacks any precedent in inter- 
national relations, 13 out of 14 chapters are devoted to reviewing the course 
followed by the American Authority in carrying out the multiple-purpose de- 
velopment of a river valley region. In addition to the expected analyses of the 
TVA’s problems and achievements in navigation, flood control, hydroelectric 
development and proper land use, a good part of the book is devoted to consid- 
erations of public administration. There are chapters on (1) the corporate 
agency and its method of operation, (2) management and personnel, (3) Federal 
controls and State relations, (4) labor policy, (5) employee welfare services, and 
(6) the financing of the TVA. Appendix III gives the clearest exposition of the 
allocation of TVA power costs, and the system of accounting involved in deter- 
mining the ‘‘yardstick” and the profitability of the Authority’s power operations 
that this reviewer has encountered. 
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Chapters devoted to an attempt to assess the total impact of the TVA on its 
regional area include those on the advance of economic opportunity, the people’s 
social well-being and a summing up of nine indices of regional progress. While 
these indices demonstrate increased (1) power development, (2) navigation, (3) 
flood control, (4) farm benefits, (5) forestry and fishery prospects, (6) industriali- 
zation, (7) employment, (8) population and health gains as well as (9) social 
gains, it will be noted that some statistical measurements are better developed 
than others. The final chapter takes the TVA as a model for international 
development schemes and discusses methods of determining the areas and re- 
source to be developed, the financing needed by such an authority and the 
scope of its powers along with the possible inter-relationships of regional and 
world-economic agencies. While such proposals still remain in the realm of 
conjecture, it is realized that the great economic gains have come to those areas 
able to obtain access to capital and thus to improve their technical and resource 
positions. That new forms of organization and new forms of financing may be 
involved here is the combined lesson of Bretton Woods, San Francisco and the 
TVA. At least this is the hopeful implication of Finer’s book which, in spite 
of some few imperfections, stands as one of the best summaries of the work of 
the Authority. 

University of North Carolina Rupert B. VANcE 
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ALABAMA 


Business activity in Alabama, in spite of some cancellations of war contracts 
and shortages of labor and raw materials in some instances, stands at or near the 
highest levels yet reached. Industrial activity ranges in general between 5 per 
cent above and 5 per cent below the levels of last yea), based upon a comparison 
of March, 1944, with the same month a year ago. Buriness activity in general, 
indicated by measures in which prices are an important factor, range not less 
than 10 per cent above those of a year ago with some individual indexes greatly 
exceeding this percentage. 

Since this period may eventually prove to have marked the peak of war pro- 
duction a comparison with a prewar normal may be significant in indicating not 
only how much activities have increased but also the range of necessary contrac- 
tion in case business should settle back to a so-called “normalcy.” Using the 
1935-39 average as 100 to represent a prewar normal, Alabama index numbers 
for March of this year were as follows: cement, 119; coal, 174; coke, 164; cotton 
consumption, 170; and electric energy for industrial purposes, 374. Bank debits 
to individual accounts, one of the best indices of business activity as a whole, 
stood at the high figure of 274. Significant sales indexes were as follows: Birming- 
ham department stores, 238; gasoline (in spite of war-time restrictions), 135; life 
insurance, 147; and electric energy for non-industrial purposes, in terms of kilo- 
watt hours, 220. Retail sales in February were 228 per cent greater than the 
1938-41 average. A drop in business activity from present levels to those 
existing prior te the war would thus be the equivalent in magnitude of a major 
depression. 


* * * * * 


At this time in each biennial period economic activity, whether great or small, 
is beclouded by political activity emanating from the regular session of the 
State legislature. It is at this writing too early to predict the outcome of the 
session’s activities. However, a review of the items of special interest is some- 
times of more significance than a summary of final enactments which are fre- 
quently the result of compromises and deadlocks. 

The hottest issue before the session appears to be the present poll tax law. 
Regardless of the final outcome the discussion has gone far enough to vouchsafe 
the definite conclusion that the membership of the losing side will be numerous, 
vociferous, and quite sincere. No greater mistake could be made than to pre- 
sume that all Alabamians (white or otherwise) think alike on this question. 

Another proposal receiving considerable attention would give Alabama a wage 
and hour law similar to the Federal law now in effect but applicable only to 
businesses engaged in interstate commerce. In this proposal agriculture and 
domestic service are exempted. 

The greatest question of fiscal importance apparently is what to do with the 
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treasury surplus. One group would absorb it by lowering present tax rates, 
the other group would absorb it by increasing appropriations. The strongest 
supporter of the second alternative is the welfare-education-health group 
which aims to corner all surpluses, the proceeds of the state income tax now 
earmarked for other purposes, and other taxes to be imposed. 

Among the various sources of additional revenue receiving careful study, the 
most popular seems to be higher taxes on alcoholic beverages. Of these the tax 
on beer is preferred over an additional tax on whiskey, since it is believed that 
the latter would lead to greater activity in bootlegging and to that extent fail 
to bring in the revenue desired. In other words, it is believed that the supply 
curve for bootleg, taking into consideration present state and Federal taxes, is 
more elastic than the supply curve of home-brew. Furthermore, it is thought 
that the higher incomes throughout the state have enhanced consumer purchasing 
power sufficiently to increase the demand for beer and thus maintain consump- 
tion at present levels after the imposition of the tax. Notwithstanding the 
estimates of the fiscal experts as to probable effects on State revenues of the 
proposed taxes the question will be most likely settled on moral rather than on 
economic grounds. 

University of Alabama E. H. ANDERSON 


FLORIDA 


To establish continuity with the last “State Report’ for Florida brief com- 
ments on the citrus industry and labor head the discussion. Citrus growers, not 
yet having fully recovered from the aftermath of the September hurricane, were 
confronted with a fruit-killing drought during February, March and part of 
April. Precipitation during late April saved vegetable and citrus f~tit industries 
from disaster, but has as yet been so far below the spring norm that experiment 
station experts fear permanent harm to millions of orange and grapefruit trees. 
The most recent estimate of the United States Department of Agriculture is that 
Florida’s orange crop in boxes will decline from 46,200,000 last year to 43, 500,000 
in 1945 and grapefruit from 31,000,000 to 22,600,000. 

Through May 18th approximately 35 million boxes of citrus moved out of the 
state or 11 per cent less than the total for the corresponding date last year. 
Grapefruit volume is down 25 per cent from 8 million to 6 million boxes. Orange 
shipments have dropped 8.5 per cent from 28 million boxes in 1944 to 25.6 million 
to date. Tangerine shipments in boxes have increased this year over that of 
last year, from 3 million to 3.4 million. Shipments of citrus from Florida during 
the week of May 12-18 was less than one third of the volume shipped in the same 
week last year. Not until the last week of June last year did total orange, 
grapefruit and tangerine shipments reach such low levels. 

But the total picture of the state’s agriculture is bright indeed. On April 15 
the index of prices received by Florida farmers for all products rose sharply to 
the highest point of the war period. The index number was 232 per cent of the 
1909-14 average as compared with 186 for April, 1944. Throughout the 1944-45 
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season wholesale prices per box of both oranges and grapefruit have averaged 
about 75 cents higher than last year. In fact, according to agricultural eco- 
nomists of the University of Florida, prices have remained so consistently strong 
that a lower physical volume of output of oranges, grapefruit and many vegetable 
products will actually bring a larger financial return this year than last. 


* * *£+ * * 


Anti-labor sentiment, which became strongly evident in the 1943 session of 
the legislature and reached a climax with adoption of an anti-closed shop amend- 
ment to the state constitution, has materially abated in recent months. On 
March 12 the regional office of the War Labor Board overruled the contention 
of Attorney General Thomas Watson, leader of Florida’s anti-labor union forces, 
that the anti-closed shop amendment applies to closed shop contracts already in 
effect. In the same week the state Supreme Court refused to consider a petition 
of Watson which sought to declare invalid a Miami closed shop agreement. 
Added to these two victories for organized labor is the fact that not a single 
piece of anti-labor legislation has been introduced into the present legislature. 


*x* *+ * * * 


When the legislature convened on April 3 it had to come to grips with several 
immediate and critical problems. For example, the ban on all horse and dog 
racing, ordered by the War Mobilization Director effective January 3, was a 
serious blow to the state’s finances. The loss of approximately $4,000,000 to 
the counties, schools and old age assistance, to which the revenues from race- 
track taxes are allocated, had to be supplied from a modest surplus in the general 
revenue fund. A citizens’ committee had found school teachers’ salaries and 
school standards in general far below the national standard. Also experts had 
warned that because of excessive drainage the state’s underground water level 
had sunk 13 feet in the last twenty years and immediate action was necessary 
to conserve the water supply. In his message to the legislature Governor 
Millard Caldwell recommended sweeping reforms in the state’s public education 
system, adoption of a state advertising program, improvement of public services 
and institutions, better conservation of the state’s natural resources, especially 
water, forests and parks, wild life and the newly discovered oil lands, and in- 
creased taxes with which to finance these proposals. He also warned of the need 
for greater efficiency in state government, adoption of budgetary reform and 
creation of a central purchasing agency. The school program calling for an 
increased annual expenditure of around $6,000,000, had been adopted without 
change. A state advertising act, setting up an advertising program and ap- 
propriating $500,000 to finance it, has already been enacted. Advertising under 
the law is required to be devoted to the entire state without preferential treat- 
ment of any particular section. Considerable increases have been made in the 
appropriations of some of the institutions for the physically and mentally handi- 
capped but not for the institutions of higher learning. The water control 
program is still in the process of formulation, as are several other bills calling for 
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conservation of natural resources. So far proposals for consolidating and inte- 
grating government agencies have met defeat in the legislature. A constitu- 
tional amendment setting up a budget director responsible to the legislature and 
abolishing all continuing appropriations has received overwhelming approval of 
both houses and will come before the people in the next statewide election. A 
bill creating a central purchasing agency has been introduced and has a good 
chance of enactment. The matter of raising added revenues to the amount of 
$14,000,000 annually has caused much controversy. Tax increases already 
enacted are as follows: on cigarettes, from 3 to 4 cents per package; on beer, 
from 8 cent to 3 cents per 12-ounce bottle. On horse and dog racing, the five 
per cent surtax on horse race bets has been extended permanently and an addi- 
tional two per cent on dog racing wagering has been added. An increase in the 
whiskey tax has passed the Senate and is practically certain of adoption. It is 
estimated that about $10,000,000 can be raised from these increases. Several 
millions more are being demanded to build up a post-war reserve for improving 
and enlarging state facilities. Sharp conflict has arisen between the Governor, 
who believes additional revenue sources must be tapped to provide such a fund, 
and certain legislators who insist that the tax increases already imposed plus 
revenues from the resumption of horse and dog racing will provide all the money 
needed. 


* * * * * 


Since the 1924-25 real estate boom, the tax income of many Florida communi- 
ties has been so small that they have been living off their capital, without im- 
proving, bettering or even repairing it or making adequate provisions for its 
depreciation and replacement. Many are still deeply in debt from boom-time 
borrowing, for which they have to pay out huge amounts in interest. Also, these 
localities have suffered income losses from ad valorem taxes because of the 
$5,000 homestead exemption, the highest in the nation. This “tax sop” has 
undermined the local property tax structure. Only those cities and towns with 
substantial revenues from municipally owned electric light and power plants 
are in a sound financial condition. To aid in retrieving local governments from 
bankruptcy and in underwriting critically needed local post-war public improve- 
ments, the governor has recommended activation of a state improvement com- 
mission which was empowered by the 1943 legislature to buy, operate and sell 
utilities, buy or build warehouses, administer aviation regulations, acquire 
Federal surplus property, seek Federal funds and borrow money. Business 
leaders throughout the state vigorously oppose this measure, but even they are 
searching for some means of restoring the financial integrity of local government. 
Their propesal for a three per cent retail sales tax to be allocated to the munici- 
palities was killed by the Governor’s public pronouncement that he would veto 
such a measure. : 

* * * * * 

Florida is now experiencing a real estate boom reminiscent of that of the mid- 

twenties. During April in Pinellas County (St. Petersburg) real estate sales, 
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mortgages, notes and other transactions using documentary stamps reached an 
all-time high. Across the Bay in Tampa real estate sales in April totaled 
$3,780,200, more than double the corresponding figure a year ago. Cost of land 


and building construction in the Tampa area is so high that the Federal Housing 


Administration has warned veterans not to try to build homes there with loans 
under the G.I. bill. Rapid realty turnover along with rising values is reported 
from every section of the peninsula. 


* * * * * 
Discovery on May 9 of a very large new oil well at Sunniland dispels all doubt 
that oil can be obtained profitably in Florida. Output from the first well, which 


was placed in operation late in 1943 had greatly declined. However, according 
to geologists, the new well taps a deep pool of oil at 11,540 feet, the gas pressure 


is very great, and the well is expected to be a heavy producer. Drilling and. 


testing are being intensified in all surrounding areas, where big strips of potential 
oil lands have already been pre-empted. One company alone has more than 
1,000,000 acres under lease in the Everglades region. State officials havespeed- 
ily laid the legal basis for safeguarding beaches and other recreational areas and 
for enhancing public revenues from exploitation of the state’s oil wealth. The 
oil conservation bill, containing a section for the protection of resort centers and 
beaches as requested by a committee representing 17 West Coast cities, has 
passed both the house and senate and unquestionably will be signed by the 
Governor. Another bill has been drawn setting a tax of five cents a barrel or 
five per cent of the gross income from oil produced, whichever is greater. This 
will take the place of all other taxes against the oil industry in Florida. 


* * *&€* & * 


The Florida Reserve index for manufacturing employment in Florida, in 
which 1935-39 = 100 dropped sharply from 161 in January to 150 in February, 
and it is now for the first time in months below the index for the district. Con- 
struction throughout the state still lags far behind the pace set in 1943 and early 
1944 when war contracts necessitated a large outpouring for construction pur- 
poses. Awards of construction contracts for Florida dropped from an index of 
99 in February, 1945 to 61 in March, 1945, while for the entire Federal Reserve 
district this index rose from 70 to 170. Florida’s retail department store sales 
volume in 1944 neared the $14 billion mark, more than twice the volume for 1939. 
The upward movement in Florida’s retail sales in 1944 exceeded the increase in 
national retail sales by 9 per cent. During March, 1945 department store sales 
in Jacksonville were 36 per cent above February, 1945 and 11 per cent above 
March, 1944; in Tampa they were 30 per cent above February, 1945 and 19 per 
cent above March, 1944. Florida’s March increase in retail sales lagged slightly 
behind that of the seven other southeastern states mainly because the ban on 
horse racing considerably reduced spending in Miami and because Tampa is 
feeling the curtailment in shipbuilding. Business activity during 1944, as 
measured by debits to individual bank accounts, increased about 16 per cent 
over 1943. This gain was five percentage points above the national average and 
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four percentage points above the average for the Sixth Federal Reserve District. 
Relative to March, 1944, with figures for that month used as a base of 100, debits 
to individual bank accounts in Florida for the first quarter of 1945 were as 
follows: January, 106; February, 93 and March, 111. Comparative indices 
for the Sixth Federal Reserve District were, January, 111; February, 95; March, 
109. In summary, the figures show that recently the state has experienced 
severe declines in manufacturing employment and in volume of construction 
contracts awarded but at the same time has maintained a relatively high degree 
of prosperity as measured by debits to individual bank accounts and department 
store sales. Such a phenomenon can be explained in terms of (1) heavy payrolls 
to the very considerable military personnel within our borders, (2) continued 
agricultural prosperity despite labor shortages, a hurricane, winter freezes and 
a drought, (3) a tourist season, not widely publicized, but actually reaching 
peace-time proportions, and (4) a large amount of speculation in land and real 
estate values throughout the state. 
University of Florida WiuuiaM H. JouBert 


GEORGIA 


Total cash farm income in Georgia for 1944 was about 9.8 per cent greater 
than in 1943. Farm income for 1944 totaled $365,213,000.00 while the com- 
parable figure for 1943 was $532,447,000.00. Cash income from marketable 
crops increased about 15 per cent, with the 1944 production being valued at 
$268,133,000.00 as compared with $234,182,000.00 the year before. Income 
from livestock decreased approximately 1.2 per cent from $98,265,000.00 to 
$97,080,000.00. This reduction was attributed principally to a decline in the 
receipts from hogs in 1944 as compared with the previous year. The increase 
in total cash farm income was achieved in spite of the fact that the number of 
people living on farms and depending upon farming for their livelihood was 
smaller in 1944 than in any year in recent Georgia history. 

* aK * * * 


Figures released by the Fulton County Daily Report show that Atlanta is 
experiencing the biggest real estate boom in its history, with no indication that 
the peak has been reached. Real estate transfers for the first quarter of 1945 
numbered 4,680, with a value of $17,470,695.00. This compared with 3,514 
transfers involving $10,221,152.00 in the same period last year. Mortgages and 
loan deeds totaling 2,411 for an amount of $11,577,929 were filed during the 
first three months of this year as against 2,153 for $7,368,790.00 in 1944. City 
building permits declined in number, from 632 to 531, and in value, from 
$1,444,042.00 to $938,313.00; but county permits increased from 93 to 176and from 
$165,501.00 to $560,875.00 in value. City construction probably was checked 
by restrictions on private building and a tapering off of war-time projects, while 
war housing may have boosted the county figures. 


* * * * * 


The January issue of THe JouRNAL contained a brief report on what was to 
be the final draft of a new Constitution for Georgia, as prepared by a 23-member 
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Commission appointed by the Governor for that purpose. However, because 
of keen public disappointment at the failure of the Commission to act favorably 
on provisions such as home rule and a constitutional merit board, Governor 
Arnall reconvened the Commission, and a number of changes were made in its 
draft of the document. This was submitted to the General Assembly at its 
regular session in January of this year. The General Assembly did not accept 
the commission draft in its entirety, the House making changes in 50 paragraphs 
of the Constitution, and the Senate proposing 49 amendments to the House 
draft. Both branches of the legislature then finally approved the new supreme 
law for the state only after it had twice been considered by a conference com- 
mittee. This much-worked-over document now will be submitted to the people 
for ratification at a general election August 7. 

Among the more important provisions of the new Constitution are the elim- 
ination of the poll tax as a prerequisite for voting, the creation of a State Per- 
sonnel Board and the placing of state employees under the merit system, and 
the placing of the more important state boards, including the State Board of 
Corrections and the Georgia Public Service Commission. beyond the control 
of either the General Assembly or the Governor by giving them constitutional 
status. Another provision is that the next General Assembly must adopt op- 
tional forms of home rule and submit them to the various counties and munici- 
palities for acceptance or rejection in referendums. One of the optional plans 
must include the initiative, referendum and recall. 

Emory University ALBERT GRIFFIN 


KENTUCKY 


Total burley tobacco sales for the 1944-45 season exceeded 616 million pounds. 
Of this amount, sales in Kentucky markets equaled about 430 million pounds. 
Tennessee was second with 121 million. Virginia, North Carolina, Ohio, In- 
diana, and Missouri accounted for the remaining 65.6 million. Although the 
average price was $1.55 below that of the previous year, the large crop yielded 
growers the greatest income ever paid for a burley crop. Approximately 6 per 
cent of all baskets offered brought under the ceiling price. The growing popu- 
larity of this type of tobacco contrasts sharply with the declining favor of others. 
“Henderson stemming,’’ a dark fire-cured type, reached a production high of 
19.5 million pounds in 1919. Last season only 3,320 pounds were reported. 
The production of all dark tobaccos in the state exceeded 50 million pounds. 
Total receipts from all types exceeded 200 million dollars. 


* * * * * 


A lively fight has developed in the field of rural electrification between the co- 
operatives and the private utilities. The contest began when the Public Service 
Commission granted a private company permission to construct 1,156 miles of 
line in sixteen eastern Kentucky counties when materials are available. The 
R.E.A. immediately suspended further loan allotments for Kentucky until 
credit risks are re-examined. Four co-operatives were already operating in this 
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territory, and they were planning to expand. They claim that the move by the 
Commission permits private utilities to skim the cream of the business, leaving 
the high-cost, undesirable sector to them. They have asked the courts for an 
injunction against the Commission. They plan further to ask the 1946 Legis- 
lature to free co-operatives from its jurisdiction. 


* * * * * 


Coal freight-rate differentials became news again this year. The I. C. C. has 
refused to reopen or reconsider its order of last December reducing by ten cents 
the differential on coal shipped from West Kentucky coal fields to Chicago over 
the rate from Illinois and Indiana mines. The rate is now $2.30 a ton. From 
1927 to the December order the rate had been thirty-five cents higher than that 
from Illinois and Indiana mines. From 1919 to 1927 the difference had been 
twenty-five cents as it is now. The railroads have brought suit in the Federal 
courts to set aside the order. 


* * * * * 


Louisville lost its suit to tax revenue-yielding property owned by religious, 
charitable, and educational institutions. The Court of Appeals reaffirmed its 
decision of a half-century ago. Although the Court may be right in its inter- 
pretation of the fifty-four-year old Constitution, students of taxation are likely 
to continue to feel that the principle of tax exemption for such property is in- 
equitable. Another interesting tax angle has been created by the Governor’s 
proposal for the Federal government to agree to the collection by Kentucky. of 
its five-cents-a-gallon tax on war alcohol. The O. P. A. has taken the matter 
under advisement. Readers of this column will remember that the writer stated 
somé time ago that the Legislature was unduly generous in repealing the tax on 
this product. Other states collect production and severance taxes. Why should 
Kentucky give up an old source of revenue? 


* * * *£ * 


The Governor of Kentucky, under executive orders, has recently appointed 
a commission on postwar planning and a 38-member tax investigation committee. 
The former has its work well under way; the latter has only recently been named. 
The state’s tax situation is not critical, but the Governor has previously suggested 
that certain important tax laws are impeding economic development. 


* * * * * 


The Legislature has just completed a short special session. It was called 
primarily to appropriate about $335,000 for public assistance to finish the fiscal 
year. It also enacted a measure to permit veterans of World War II under 
twenty-one years of age to borrow under the G. I. Bill of Rights loan provisions. 
Another measure, originally designed to enable Kenton County to complete 
financing of its Greater Cincinnati Airport, was broadened to apply to other 
counties, since special legislation of most types is not constitutionally permissible. 
It permits the issuance of bonds for acquiring and building airports and addi- 
tional facilities. 
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The possibilities of small businesses were brought sharply into focus by the 
death at eighty-three years of age of a business man who built a million-dollar-a- 
year business in a village of four hundred inhabitants. Banker, druggist, hard- 
ware dealer, and wholesale grocer, the founder was reputed to have arrived sixty 
years ago from a neighboring county with a capital of forty dollars. The writer 
recalls his astonishment some years ago at seeing so many big trucks before the 
wholesale grocery in this village. 


University of Kentucky RODMAN SULLIVAN 


MISSISSIPPI 


Until recently people have thought of air transportation in this nation almost 
exclusively in connection with urban areas. Even though it would be impossible 
to regard Mississippi as urban, the people of the state have available air trans- 
portation service superior to many more densely populated regions. 

Chicago and Southern Air Lines serve the state, making stops at Jackson and 
Greenville on their north-south routes from Chicago and Detroit to New Orleans. 
Delta Air Lines planes stop at Jackson and Meridian on their routes from 
Charleston and Savannah through Atlanta and Birmingham to Dallas and 
Fort Worth. 

In addition to Chicago and Southern and Delta, there are several other air 
lines which render efficient service to Mississippians even though they do not 
stop within the state borders. American Air Lines runs a route through Mem- 
phis from New York and Washington to Los Angeles. Brainiff is making prep- 
arations for the establishment of service on a route from Memphis to Tulsa and 
Oklahoma City. Eastern Air Lines has a route from Memphis through Birming- 
ham and Montgomery to Florida which is not in operation at present but is ex- 
pected to become active again as soon as conditions permit. New Orleans is 
served by Eastern Air Lines on its New York to Brownsville flight which makes 
connections for Mexico and South America and is a Chicago and Southern ter- 
minal. New Orleans is also served by National Air Lines on its route between 
that city and Miami. Mobile is served by Eastern and National, Montgomery 
by Eastern, and Birmingham has Eastern, Delta, and Pennsylvania Central 
operating off its airport. The Pennsylvania Central route is to Pittsburgh and 
points north, east, and west. 

In all, there are seven air lines, two of which each make two stops within the 
state, and all of which make one or more stops at cities in close proximity to the 
state borders. These seven lines operate routes in all directions and give Mis- 
sissippians an excellent service to most of the important cities of the nation. 

University of Mississippi Francis §. Scorr 


NORTE CAROLINA 


General business activity in North Carolina slackened during the first quarter 
of 1945, although it remained above the levels reached in the same period of 
1944. Employment in industries decreased; cotton consumption declined; 
building permits in nine cities fell off very sharply; bank debits to individual 
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accounts in nine cities, retail furniture sales, and cigarette manufacturing, also 
declined. 


* * * * * 


Crop income figures for 1944 reveal that North Carolina, with an income of 
$504,044,000 from crops, ranked third in the nation, behind California and 
Texas. Two-thirds of this income was from tobacco, of which North Carolina 
produced 67 per cent of the flue-cured, and 41 per cent of all that was grown in 
the United States. Although remaining about 60 per cent above the 193443 
average, livestock values in the first quarter of 1945 showed a 10 per cent decline 
from 1944. The largest drops, following the United States trend, were in hogs, 
20 per cent, and in cattle, 14 per cent. 

Cotton planting intentions indicate about 12 per cent fewer acres in North 
Carolina in 1945 than in 1944. The warm early spring weather has been favor- 
able for boll weevils, and a heavier than usual infestation is expected. These 
factors, with the tight labor supply, point to a smaller cotton crop this year, 
especially since the cool weather during the late spring has forced widespread 
replanting. 

Experiments on growing Turkish tobaccos are being undertaken for the first 
time in the state this year in a few selected western counties. 


* * * * * 


The North Carolina Department of Labor began in January to collect data 
on the basis of productive workers, instead of the previously-employed wage- 
earner basis. The change was made to conform to Budget Bureau standards, 
and will facilitate employer record-keeping and the comparability of North 
Caroline Labor Department figures with those collected by other agencies. 

Employment in industries decreased continuously but slowly throughout the 
quarter. Slight increases in hours worked per week, and in average hourly 
earnings, however, caused average weekly earnings to decline less than pro- 
portionately. 

* * * ee 

State revenues continued above collections for previous periods, total revenues 
for the nine months of the fiscal year ending March 31, 1945 being 4.71 per cent 
or $3,817,838 above those for the corresponding period of 1944. The iargest 
portion of this increase, 47 per cent of it, came from increased returns from the 
sales tax; other large increases were realized in returns from the gasoline tax, 
which accounted for 17 per cent of the total increase, and the beverage tax, 
which provided 14 per cent of the increase. 


* * * * * 


The Legislature passed a few bills which are of special interest to agriculture. 
The appropriation for the State Department of Agricuiture for 1945-46 was 
increased about 20 per cent over the 1944-45 budget. The increase is to be 
used for the improvement of marketing facilities, employment of additional 
personnel, tobacco research, and poultry improvement. A bill was also passed, 
to take effect six months following the end of the war, to enforce the enrichment 
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of flour, bread, meal, and grits. Another bill authorized the sale of colored 
oleomargarine, but the colored product still may not be served in public eating 
places. 

The Legislature passed no bills which will materially affect labor or industry. 
A minimum wage, maximum hour bill was considered, but was not formally in- 
troduced. An Arbitration Service was established in the State Department of 
Labor, providing for voluntary arbitration of disputes concerning wages, hours, 
and working conditions. Administrative settlement of complaints under the 
Apprenticeship Act of 1939 was limited to apply only after voluntary choice by 
those concerned, and for the time they choose. 

The Legislature, meeting for 67 legislative days, ending March 21, was also 
concerned with teachers’ pay, legislation concerning local wine and beer sales, 
and a medical care program. On the latter matter, a contingent appropriation 
of one million dollars was made for the biennium to aid in payment of hospital 
expenses of indigents. 

North Carolina State College Francis E. McVay 

University of North Carolina. 


SOUTH CAROLINA 


Labor shortage caused by war continues to hamper industry. Consumption 
of cotton by textile plants continues to decline although the shortage of textile 
goods is still acute. Debits to individual bank accounts were about the same in 
February 1945 as in February 1944. There was an increase in building permits 
in three of the four largest South Carolina cities. Construction of new buildings 
in South Carolina as in other states remains greatly restricted. Retail sales are 
larger than a year earlier. Department store sales in South Carolina, according 
to the Federal Reserve Bank of Richmond, were 19 per cent larger in February 
1945 than in February 1944. 

The 1944 total cash income in South Carolina from farm marketings, including 
government payments, amounted to $251,000,000. This compares with $197, 
000,000 in 1943, $171,000,000 in 1942, and $116,000,000 in 1940. In 1932, the 
worst of the the depression years, it amounted to only $50,000,000. The 1935- 
1939 average was $110,000,000 and the 1925-1929 average was $131,000,000. 
Farmers in South Carolina in 1944 then had an income 122 per cent larger than 
the 1935-1939 average and 92 per cent larger than the 1925-1929 average. 

Cotton and tobacco accounted for the greatest increases in income over that 
of a year earlier. These two crops brought farmers in the state $158,000,000 
in 1944 as compared with $109,000,000 in 1943. Income from livestock and 
products was slightly smaller than in 1943 but much larger than in previous years. 
The decrease from livestock was largely the result of the decrease in hog produc- 
tion. The total number of livestock on farms at the beginning of 1945 was 
smaller than at the beginning of 1944. After a steady increase during the past 
four years the number of cattle was down 2 per cent, the decrease being in calves 
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and heifers. Milk cows actually showed an increase of 2 per cent. The number 
of hogs decreased 12 per cent from the 20-year peak reached a year earlier. The 
number of chickens declined 9 per cent from the all-time peak of a year earlier 
but turkeys increased 15 per cent to a new high. The number of work stock 
continued its downward trend while the numbers of cattle, hogs, and poultry 
on farms were well above the 1934-1943 average. 

The tight labor situation on the farm is being reflected in the farmers’ plans 
for 1945. According to farmers’ intentions as stated March 1, 1945 the total 
acreage of principal crops in the state will be about 5 per cent smaller than in 
1944. Farmers expect to reduce the corn acreage about 7 per cent, sweet potato 
acreage about 14 per cent, Irish potato acreage 21 per cent and peanut acreage 
about 10 per cent. Reductions are also anticipated in acreage of tame hay, cow 
peas, and soybeans. The wheat acreage is about 2 per cent smaller than a year 
earlier while the acreage of barley, oats, and rye is larger. The tobacco acreage 
is expected to be about 2 per cent larger than a year earlier and 18 per cent above 
average. No reports are made by the Bureau of Agricultural Economics on 
farmers’ intentions relative to cotton. 


* * * * * 


The old kerosene lamp is fast giving way to the more desirable electric light. 
There are about 14 times as many farms in South Carolina receiving central 
station electric service as there were ten years ago. The number of farms with 
electricity December 31, 1934 totalled 3,796. On June 30, 1944, 52,300 farms 
were electrified, an increase of 1278 per cent. Only one state, Mississippi, 
showed a greater percentage increase. In terms of percentage of farms having 
electricity, however, South Carolina ranks twenty-seventh. Thirty-eight per 
cent of the farms in the state now have electricity. For the United States, 42.2 
per cent have electricity. In 22 states more than one-half have electricity. 


* * * * 


During the World War I period farm real estate prices reached a peak of 230 
in South Carolina. In 1932 they reached a low of 57. Farm real estate values 
are again rising. The index of farm real estate prices stood at 162 March 1, 
1945 as compared with 136 a year earlier and 95 March 1, 1941. Real estate 
prices in South Carolina are 96 per cent above the 1935-1939 average, the largest 
increase of any state in the union. The 1935-1939 average, however, was 18 
per cent below the 1912-1914 average. The recent increase in farm real estate 
price is found largely in the tobacco belt and in small farms favorably located 
near industrial centers. It is hoped that real estate prices will not become so 
greatly inflated as during and following the last war. If a farmer pays too much 
for land today he will have a lower standard of living tomorrow. 


* * %* * * 


A recent book has been published by the University of South Carolina Press 
entitled South Carolina, Economic and Social which treats eight economic and 
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social subjects. Chapters are as follows: “Natural Resources”, ‘“‘Population”’, 
“Manufacturing Industries’, ‘Income and Savings”, “Agriculture”, “State 
Governmental Organization”, ‘Public Education”, ‘Public Welfare”. Each 
chapter is written by a specialist in the field. The book will doubtless be read 
with great interest by those who are interested in South Carolina. 
Farm Credit Administration GLENN R. Sire ’ 
Columbus, South Carolina 
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PERSONNEL NOTES 


Dr. Alvin B. Biscoe, vice-chairman of the Fourth (Atlanta) Regional War 
Labor Board, has been elected Dean of the College of Business Administration 
of the University of Georgia. 


* * * * * 


R. Buford Brandis, Assistant Manager of the Research and Statistics Depart- 
ment of the Federal Reserve Bank of Atlanta, has received an appointment as 
Ensign, U. S. N. R., and is stationed at the Naval Training Depot, Norfolk, 
Virginia. 

* * * a * 

Miss Vera Briscoe recently returned to the University of Kentucky Bureau of 

Business Research staff to give her full time to the study of Kentucky municipal 


finance under the sponsorship of the University and the Kentucky Municipal 
League. 


* * * * * 


Dr. R. P. Brooks, who has been Dean of the College of Business Administra- 
tion of the University of Georgia ever since its reorganization in 1920, has been 
appointed Dean of the Faculties of the University of Georgia. 


* * * * * 


John R. Commons, world-famous labor economist, died in Raleigh, North 
Carolina, on May 11, 1945. Dr. Commons had been living in Raleigh with his 
son and sister for the past several weeks while he completed a book on Institu- 
tional Economics. 


* * * * * 


Cleburn G. Dawson, Junior Agricultural Economist, Division of Farm Man- 
agement and Costs, Bureau of Agricultural Economics, United States Depart- 
ment of Agriculture, has been temporarily assigned to the field office at N. C. 
State College, Raleigh. 


* * * * * 


W. H. Delaplane, assistant professor of economics, Duke University, is on 
leave of absence serving as visiting professor of economics for the year 1944-45 
at the University of Paraguay at Asuncion. 


¢* *« s+ ae 8 
Ralph W. Green, associate professor of marketing, N. C. State College, is 


serving temporarily as associate professor of agricultural economics at that 
institution. 


e +. eae 

Professor John W. Jenkins, head of the marketing department of the College 
of Business Administration of the University of Georgia, and a member of the 
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faculty of the College of Business Administration for nearly 25 years, died 
suddenly on March 12, 1945. 


* * * * 


Mare C. Leager is returning in September to his professorship of economics at 
North Carolina State College after spending the past year as visiting professor 
of economics at the Woman’s College of the University of North Carolina. 


* * * * 


Richard A. Lester, associate professor of economics, Duke University, has 
been appointed chairman of the Southern Textile Commission of the War 
Labor Board. 


* *+ * * * 


Glenn D. Morrow, formerly research assistant in the University of Kentucky 
Bureau of Business Research and now a staff member of the American Financial 
Mission to Iran, will return to the University of Kentucky in June as a research 
associate in the Bureau. 


* * *£ %#*' * 


Miss Lucia Peterson, formerly of Park College, is now a research assistant in 
the University of Kentucky Bureau of Business Research. 


* * *£ KF * 


Robert 8. Smith, assistant professor of economics, Duke University, will serve 
as visiting professor of economics for the summer, 1945, at the University of 
Costa Rica at San Jose. 


* * * * * 


William O. Suiter, associate professor of economics, Guilford College, is on 
leave of absence, serving as assistant director of the Department of Tax Research 
of the State of North Carolina. 


* *+ * * 


J. Curt Victorius, former economic adviser to the German Bankers’ Associa- 
tion, has been appointed associate professor and acting head of the department 
of economics, Guilford College. 


* * * ££ 


Miss Freda Witherow, formerly a commercial teacher in the public schools of 
Missouri, is now a research assistant in the University of Kentucky Bureau of 
Business Research. 

* * * * * 


A work group composed of Clarence Heer, Raymond Thomas, Charles P. 
White, and James W. Martin, chairman, has been organized to promote a study 
of manufacturing taxation in each of 14 Southern states. On completion of 
these investigations by individual volunteers, a general integrating report is 
planned. The Southern Regional Committee of the Social Science Research 
Council is sponsoring the project, which is already under way in a dozen states. 
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